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PREFACE 


THE aim of this book is to present a comprehensive, accu- 
rate, and pedagogically sound review of elementary economics 
as taught in the best American high schools. 

A review of any subject studied should really be an ‘‘over- 
view’’ of the entire field of the subject. Hence the topical 
method of presentation is followed throughout the book. 

The material is presented in accordance with the following 
general plan: 


‘ 


i. Text 2. Laws 3. Theories 


The following features recommend this book to teachers of 
economics: 


I. It is up-to-date. It meets the latest requirements for the 
subject as prescribed by the 1924 syllabus of the Board of 
Regents for the State of New York, and the syllabi of the 
best secondary and college preparatory schools in the 
country. 


ITI. Lists of definitions, alphabetically arranged, have been 
placed in the body of the text where the topics to which they 
pertain are first treated. 


III. Laws and Theories have been grouped together for ready 
reference. 


IV. Examination questions are scattered through each chapter 
to enable the pupil to test his knowledge of the immediately 
preceding material. The Appendix contains a list of mis- 
cellaneous questions culled from various sources. 
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V. Complete recent examination papers, set by the University 
of the State of New York, have been placed at the end of 
the book. These show the trend of present examinations 
in elementary economics, and provide additional drill ma- 
terial. 


Acknowledgment is hereby made to many standard writ- 
ers, and especially to two of the author’s own teachers, Pro- 
fessor Richard T. Ely, the Nestor of American Economists, and 
Professor E. R. A. Seligman. 


Miss M. L. Chesley and Dr. E. H. Alexander, both of Eras- 
mus Hall High School, Brooklyn, N. Y., and Dr. Samuel Joseph, 
head of the Department of Economies, Seward Park High School, 
New York City, have read the entire manuscript with eritical 
care, and have made many valuable suggestions. To them the 
author expresses his deep appreciation. 

C. Rok. 


Brooxtyn, N. Y., 
Oetober, 1925. 
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ECONOMICS 


CHAPTER I 
INTRODUCTION 


I. What is Economics? 

Bullock: ‘‘Economics is the science which deals with the 
efforts of mankind to secure those material commodities and 
personal services which are needed to support life and to make a 
civilized existence possible,”’ 

Bye: ‘‘Economies is the social science which deals with the 
industrial activities of man.’’ 

Ely: ‘‘Eeonomics is the science which treats of those social 
phenomena that are due to the wealth-getting and wealth-using 
activities of men.’’ 

Faubel: ‘‘Economies studies man as he works for a living.’’ 

Roberts: ‘‘Economies is the science of business.”’ 

Thompson: ‘‘Economics tries to explain the activities of 
mankind in securing a living; to study man as a wealth-getter 
and a wealth-user.’’ 

These various definitions mean the same thing. They empha- 
size four leading ideas: 


1. Wants. 2. Work. 3. Wealth. 4. Welfare. 


II. Economics as a Science.—The word science is derived from 
the Latin word scientia which means knowledge. Before 
studying economies you had some knowledge of the facts 
which comprise its subject matter. The study of economics 
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should increase your store of facts, and add to your infor- 
mation conecerning— 

A. Its principles or laws. 

B. Certain theories of economics. 


III. Unlike physics, chemistry, and biology, economics is a 
social science. It does not concern itself with the manner 
in which any individual human makes a living. It studies 
the wealth-getting and wealth-using activities of people act- 
ing in groups and as a whole. We do not study how John 
Smith makes a living, but how all the Smiths, Browns, and 
Joneses make their living. Our interest-is in groups of 
people and not in individuals. ; 


IV. What is a Law in Economics? <A law in economies is not 
a statute passed by a legislative body, nor does it act like a 
compelling force from without, like a natural law. It is 
discovered, not made. An economic law is a statement of 
how things happen. It is an ‘‘observed order of facts’’ in 
the realm of industry. 


V. Departments of Economics 

A. Consumption.—The destruction of utilities. 

B. Production.—The doing or the making of anything which 
satisfies a human want. 

C. Hachange—The process whereby ownership is trans- 
ferred. 

D. Distribution—tThe process whereby each of the five fac- 
tors of production is rewarded out of the value of the 
product for its contribution in production. 

E. Public Finance.—The study of the revenues and expendi- 
tures of government. 


VI. Fundamental Institutions Today 
A. Private Property.—Property means a right over a thing 
or to a service. 
1. If I own an automobile, it is mine to use, but my right 
to use it is limited by laws as to speed limit, ete. 
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2. If I make a contract to work for you for five dollars 
per day, you have a right to my services. 
B. Freedom 
1. Of person: You have a right to go and come as you 
please. 
2. To make contracts, carry on business, ete. 


In the interests of all, this individual freedom is regulated 
by law. 


C. Competition.—Rivalry of buyers against buyers; of sel- 
lers against sellers; of producers against producers; and 
of consumers against consumers. 


QUESTIONS 


1. Define economics. Give several reasons why economics is 
taught in your school and state in what ways its study has bene- 
fited you. 

2. What is the difference between economy and economics? 
38, ‘‘Economics treats of man in society.’’ Explain fully the 
meaning of this statement. 

4, Why do modern economists make man rather than goods the 
prominent thing in economic science? 

5. Does economics teach people (a) how to become rich? (b) How 
to succeed in business? Justify your answer. 


CHAPTER II. 
CONSUMPTION | 


I. Work.—Human effort for the purpose of making a living. 


II. Why People Work 
A. The poor man labors to supply himself and his family 
with the necessities of life: food, clothing, and shelter. 
. The well-to-do work to add comforts and luxuries. 
. Some people work chiefly because they must be busy. 
. Some work because of their desire to be of service to their 
fellow men. 
KE. Others work because of their desire for power and po- 
sition. 


Sawn 


All work to supply their wants. 


III. Origin of Wants 
A. Nature gives us our primary wants, such as the desire 
for food, clothing, and shelter. 
B. Imitation of our fellows gives us others. You purchase 
a new hat and your neighbor wants to buy one also. 
C. Advertisements create new wants. You see an ‘‘ad’’ for 
a new tennis shoe and at once you want a pair. 


IV. Classification of Wants 
A. For necessities. 
B. For comforts. 
C. For luxuries. 


Definitions 


Comforts.—Goods and services that are more than necessities. 
Luxuries.—Goods and services which add to one’s pleasure but 
are not essential to one’s health or social position. ; 
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Necessities.—Goods and services required to sustain life or to 
maintain one’s customary standard. 

Wants.—Human desires capable of satisfaction by commodities 
or services. 


V. Consumption.—The study of men’s wants and the satisfac- 
tion of these wants is called consumption. Consumption 
may be— 

A. Direct or final. 
B. Indirect or productive. 
C. Waste. 


Definitions 


Consumption.—The destruction of utilities. 

‘Direct or final consumption.—The destruction of a utility accom- 
panied by the intended human satisfaction (e.g., eating an apple). 

Indirect or productive consumption.—The destruction of a utility 
resulting in the creation of another utility (e.g., the destruction of 

coal to make steam). 

Waste consumption.—The destruction of a utility without either 
satisfying a human want or creating another utility (e.g., the destruc- 
tion of Tokio by. earthquake). 


VI. Goods and Services.— Wants are satisfied by— 
A. Commodities or Goods.——You want a bicycle, a new pair 
of shoes, ete. 
 B. Services—You want the attention of a physician; you 
want to go to college; ete. 


_ VII. Wealth—We speak of the economic goods belonging to 
: us as our wealth. Goods include— 


A. Consumers’ goods. C. Durable goods. E. Free goods. 
B. Producers’ goods. DD. Perishable goods. 


\ Definitions 


Commodities (Economic goods; wealth).—Scarce physical things 
which satisfy human wants. 
Consumers’ goods.—Goods in the hands of consumers. 
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Durable goods.—Goods which may be used many times (e.g., a 
wheel-barrow). 

Free goods.—Physical things which satisfy human wants but which 
are so abundant that they have no economic value; they are not 
bought and sold (e.g., the climate). 

Perishable goods.—Goods which last a short time (e.g., fruit). 

Producers’ goods.—Goods in the hands of the producer; his raw 
material (e.g., wheat in the bins of the miller). 

Services—Human efforts which satisfy others’ wants (e.g., the 
attention of a nurse). 


VIII. Utility —Goods or services which satisfy human wants 
are said to possess utility. Sometimes the good or the ser- 
vice itself is called a utility. The abstract notion of utility 
is subdivided into— 


A. Elementary utility. C. Place utility. E. Possession utility 
B. Form utility. D. Time utility. F. Service utility. 


Definitions 


Elementary utility—The usefulness of raw material (e.g., the use- 
fulness of iron). 

Form utility —The usefulness added to a commodity by a change 
of form (e.g., making cloth into a coat). 

Place utility—The usefulness added to a commodity through a 
change of place by transportation (e.g., transporting wheat from the 
farm to the flour mill). 

Time utility—The usefulness added to a commodity by having it — 
at the time it is needed (e.g., ice kept in storage during winter has 
greater usefulness in summer). 

Possession utility—The usefulness added to a commodity by a 
transfer of ownership (e.g., you purchase a suit of clothes. It is 
more useful to you than to the tailor). . 

Service utility.—The usefulness of a human service (e.g., the use- 
fulness of the service rendered by a policeman). \ 

Utility—An abstract term meaning usefulness. A utility is a | 
conerete physical thing which possesses utility. aire: 
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QUESTIONS 


1. Mention four motives that impel men to business activity. 
2. What is the difference between play and work? 
3. Make a list of things Which you consider as necessities. 
4, Illustrate the truth of the statement that what is a luxury 
for one man may be a necessity for another. 
5. Show how the invention of printing increased human wants. 
Show how printing is used today to increase human wants. 
6. Do the large sums of money spent on advertising constitute 
economic waste, or do they increase the sum total of social wealth? 
7. Define wealth. Show by reference to an electric light and 
power company or by reference to some farm product that land, 
labor and capital are necessary factors in the production of wealth. 
8. Explain time, place, form, and possession utilities. 
9. Would you classify competitive advertising as a productive 
or an unproductive industry? Give arguments on both sides. 
10. Mention a business undertaking that is based on the creation 
of (a) time value; (b) place value; (c) form value. Explain in each 
ease how value is created. 


IX. Classification of Industries 
A. Productive Industry 
1. Producers of form utility 
(a) Extractive industries—mining, lumbering, fishing, 
ete. 
(b) Genetic industries—agriculture, stock breeding, 
forestation, ete. 
(ec) Manufactures—iron and steel, textiles, automo- 
biles, food products, ete. 
_ 2. Producers of place utility 
_ (a) Transportation—railways, canals, ocean trans- 
portation, ete. 
(b) Arbitraging—in products, stocks, bonds, and for- 
eign exchange. 
3. Producers of possession utility 
(a) Merchandising—wholesale and retail trading. 
(b) Banking. 
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(ec) Advertising and salesmanship (of the educative 
and informative sort). 
4. Producers of time utility 
(a) Storage industries—cold storage, grain elevators, 
warehouses, ete. 
(b) Speculation; eg., dealing in ‘‘futwres’’ on the 
Chicago Board of Trade. 
5. Producers of service utility 
(a) Professional and personal service—law, ministry, 
teaching, domestic service, ete. 
(b) Government—police, courts, legislation, admin- 
istration, ete. 
(c) Insurance. 
B. Unproductive Activit'es 
1. Competitive advertising. 
2. Illegitimate speculation—stock gambling, land specula- 
tion, ete. 
3. Predatory activities—burglary, swindling, adultera- 
tion, monopoly. 
4, Aggressive warfare. 


X. The Make-Work Fallacy.—It is wrongly supposed that 
spendthrift extravagance is socially advantageous on the 
ground that it ‘‘puts money in circulation.”? The same 
money when saved and placed in a bank or invested is also 
put in circulation, and, in addition, it results in more ade- 
quate human satisfaction than when merely ‘‘spent’’ fool- 
ishly. 

XI. Budgets.—A budget is a statement of expected income and 
intended expenditure for the coming year. It is a useful 


guide to consumption, since it involves planning ahead how 
income is to be spent. 


XII. Kinds of Budgets—Budgets may be— 
A. Personal or individual. 
B. Family. 
C. Public (state or national). ' 
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THE LAWS OF CONSUMPTION 


I. The Law of Diminishing Utility 


II. 


In the consumption of a series of identical goods, the satis- 
faction derived from any one unit is less than that derived 
from the preceding unit. Thus, if a boy eats six apples, the 
pleasure he derives diminishes with each apple consumed. 


The Law of the Economic Order of Consumption 

Men try to distribute their expenditures for different kinds 
of goods in such a way as to get the largest possible con- 
sumers’ surplus. Thus, if you have one hundred dollars to 
spend, you do not spend it all on shoes, nor all on neckties, 
nor all on any one commodity. You divide it up in such a 


‘way that you will derive the greatest satisfaction from the 


expenditure of the entire amount. You try to get as much 
satisfaction from any one dollar as from any other dollar. 


IIL. The Law of Variety 


Satisfaction is increased by variety in consumption. For 
example, if you had one hundred dollars to spend, you would 
not spend it all on moving picture shows. You would do 
several things with it, not only one. You thus add to your 
pleasure. 


IV. The Law of Harmony 


Greater satisfaction sometimes results from the consumption 
of a group of commodities in combination than from their 
consumption separately. For example, when eating a salad, 
you prefer to eat the ingredients in combination rather than 
separately. You could not very well first eat the salt, then 
the pepper, then the lettuce, and then the tomatoes. 


. The Law of Imitation 


Men tend to imitate each other in consumption. Thus, if 
Mr. Jones buys an automobile, his neighbor will also want to 
buy one. 
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VI. Engel’s Law 
As the income of a family increases, the proportionate ex- 
penditure for food decreases; that for clothing, rent, fuel 
and light remains approximately the same; and that for cul- 
tural wants wmcreases. 


The following chart illustrates Engel’s Law. 


PERCENTAGE OF THE EXPENDITURE OF THB 
'AMILY OF 


A person in easy 
A man of the 
Trans 0% SixraNniuRe A workingman | intermediate class eens: ire 
with an income of | (‘‘ Mittelstandes”’) standes”?) “ce an 
from $225 to $300 | with an income of 


a year. from $450 to $600 income of from 
Peas sea to $1100 a 
Per cent | Per cent Per cent 
1. Subsistence............| 62.0 55.0 50.0 
De Clothimy yeaa cinch 16.0 18.0 18.0 
Se WOU GING. Bhp. ieee 12.0 ) 95.0 12.0 | 90.0 12.0 | 85.0 
4. Firing and lighting..... 5.0 5.0 5.0 
5. Education, public wor- 
BhIpPPetensy sehen 2.0 3.5 5.5 
6. Legal protection....... 1.0 2.0 | 3.0 
4.) Caxejot health... ../.15. 1.0 5.0 2.0 | 10.0 3.0 | 15.0 
8. Comfort, mental and 
bodily recreation..... 1.0 2.5 3.5 
Totals viene torre es 100.0 100.0 100.0 
Definitions 


Arbitraging.—The buying of a security or a commodity in one 
market and selling it at the same time in another market at a higher 
price. 

Standard of living.—The necessities, comforts ‘and luxuries to 
which one is accustomed. 


QUESTIONS ale | 


11. Is it socially expedient for the rich to spend money freely fort 
luxuries? State reasons. ‘i 
12. Show the economic error in the following statement: ‘‘ Their | 


CONSUMPTION 11 


extravagant expenditures for luxuries should not be condemned, be- 
cause they make employment for many people.’’ 

13. A uses a certain amount of capital in maintaining a steam 
packet and a crew of twelve men engaged in carrying garden truck 
from South Carolina to New York City. B uses the same amount of 
capital in maintaining a steam yacht and a crew of twelve men for 
making occasional pleasure trips. Discuss the economic value of 
each undertaking to the community. 

14. ‘‘Doubtless the best thing to do with spendthrifts is to do 
nothing—not even to worry about their waste of money. Their waste 
of money, in fact, is the least silly thing they do, for the money is 
in constant flux and serves its purpose.’’ Criticize this statement. 

15. State and illustrate the Law of Diminshing Utility. 

16. A reformer recently said: ‘‘He who consumes economic wealth 
in excess of his production is a parasite on the body politic. For 
every such person there must be at least one person who receives for 
consumption less than he actually produces.’’ Explain and illustrate 
this statement, and show whether it is true or false. 

17. ‘‘Since there is only a limited amount of economic energy and 
productive power the production of luxuries reduces the amount of 
the necessities that may be produced, thus increasing the number of 
paupers with the increase of the numbers of those who encourage 
luxury.’’ Discuss the truth or the error of this statement giving 
concrete illustrations. 

18. Show the eftect of the increased cost of living on (a) the wage 
earner; (b) the salaried man; (c) the capitalist. 

19. State and explain the probable effects of each of the following 
on the cost of living; (a) tendency of population toward cities; (b) 
increase of schooling; (c) increased production; (d) multiplication 
of banks and credit exchanges; (e) use of farm machinery; (f) in- 
crease of transportation facilities. 

20. Give three conditions under which a large increase in the crop 
of wheat might fail to reduce the cost of living. 


CHAPTER III 


PRODUCTION 


I. Former Ways of Making a Living 


A. 


B. 


C. 


In colonial days our industry was chiefly agricultural. 
The Domestic System—Hach family was in a large meas- 
ure an economic unit, producing its own food, making 
its own cloth, ete. 

The farmer was necessarily a ‘‘Jack-of-all- trades.” 


II. The Industrial Revolution.— The Industrial Revolution 
which took place in England beginning at the middle of the 
18th century, and later extended to the United States, was 
introduced by the following remarkable series of discoveries 
and inventions: 


1738. Fly-shuttle. 1792. Cotton gin. 

1769. Steam engine. 1807. Steam boat. 

1770. Spinning jenny. 1814. Locomotive. 

1779. Spinning mule. 1829. Railroads. 

1785. Power loom. 1832. Electric telegraph. 


III. Results of the Industrial Revolution 


A. 
. The factory system arose. - 
. Commodities were produced in immensely greater quan- 


Qw 


Qi fF FF 


Power-driven machinery displaced home industry. 


tities and at greatly lower cost. 


. The worker no longer owned the materials or tools of 


his trade. 


. Capitalists and laborers became differentiated into dis- 


tinet classes. 


- Woman and child labor was extensively employed. 
. The simple methods of the domestic system of produc- 


tion were succeeded by the complex methods of the 
capitalistic system. 
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IV. The Factors of Production 


A. The entrepreneur. D. Capital goods. 
B. Land. EK. The community. 
C. Labor. 

Definitions 


Community.—The government—local, state and national. 

Domestic system.—Industry centered in the home. 

Production.—The doing or the making of anything that satifies a 
human want. The creation of utilities. 


V. The Entrepreneur.—At the center of every business is the 
entrepreneur or organizer. He— 

. Directs the affairs of the undertaking. 

. Hires the laborers. 

. Assembles the capital goods. 

. Secures the land or natural agents. 

. Assumes the risks. 

. Is the sole judge on questions of policy. 

. Sells the goods. 

. May or may not own the capital goods or the land. 


teat vawp> 


VI. Forms of Business Organization 


A. The single entrepreneur. D. Co-operation. 
B. The partnership. E. Government operation. 
C. The corporation. 


VII. The Single Entrepreneur.—One individual assumes the 
responsibility for the management of a business; e.g., a 
farmer, a doctor, a small storekeeper, a small manufacturer. 


Advantages Disadvantages 
A. He is his own ‘‘boss.’’ A. Lack of capital. 
B. He will do his best. B. He may make errors in 
) judgment. 
CG. All of the profits are his. C. Limited field of operation. 
D. Personal relations with 


employees. 
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VIII. The Partnership.—An association of two or more indi- 
viduals for the conduct of a business, based upon a partner- 


wp 


. Strong 


. Personal relations 


ship contract. 


Advantages 


. More capital. 
. Each partner can do that 


for which he is best fitted. 
appeal, through 
self-interest, for each to 
do his best. 
with 
employees. 


wp 


. Possibility 


Disadvantages 


. Unlimited liability. — 
. The’ death of a partner 


dissolves the partnership. 
of disagree- 
ment among the partners. 


. All partners must give 


their consent to the sale of 
an interest in the business. 


IX. The Corporation—<An association of individuals, known as 
stockholders, acting under a state charter as a single person 


. Survives 


in the conduct of a business. 


Advantages 


. Much greater capital. 


. Limited lability. 


the death of 
stockholders. 


. Transferability of stock. 


. Greater efficiency of man- 


agement. 


D. 


E. 


. Stockholders and Bondholders 


. The 


Disadvantages 
. Danger of ‘‘watered 
stock.’’ : 


small stockholders’ 
interests may be sacrificed 
by those in control. 


. In a large corporation, 


danger of unfriendly ri- 
valry between ‘‘depart- 
ments.’ 

Danger of combinations 
or monopoly. 

Lack of personal relations 
with employees. 


A. Stockholders are the owners of a corporation, 

B. Bondholders are creditors of a corporation who have 
loaned it money. They are paid a fixed rate of interest. 
Unless this payment is made, the corporation is bankrupt. 
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XI. Kinds of Stock.—Stock may be common, preferred, cumu- 
lative, non-cumulative, participating, and non-participating. 
A. Dwidends are paid from profits. Sometimes stock divi- 
dends are declared. If there are no profits there can be 
no dividends. 
B. To know whether a stock is selling at a high price, its 
par value must be known. 
In a corporation, the function of the entrepreneur is scat- 
tered. The risk is borne by the stockholders, while the manage- 
ment is divided between the Board of Directors and paid officials. 


Definitions 


Common stock.—Its claim to dividends or assets, or both, is second 
to that of the preferred stock. When a business is very profitable, 
it is better to own common stock because its rate of dividend is not 
fixed. 

Corporation.—An association of individuals, known as _ stock- 
holders, acting under a state charter as a single person in the conduct 
of a business. 

Cumulative and non-cumulative stock.—Dividends on preferred 
stock may be omitted or ‘‘passed’’ if conditions do not warrant their 
payment. In the case of cumulative preferred stocks, such ‘‘passed’’ 
dividends accumulate on the stock, and the holder must be paid all 
such back dividends to date before the common stockholders can 
receive any dividends. 

Dividends.—That part of the accumulated profits of a corporation 
which is paid to the stockholders. 

Double liability—The liability of the stockholders of a national 
bank is double the par value of the stock. 

Entrepreneur-—The responsible head of a business. He. manages 
the business and bears the risks of the enterprise. 

| Interest.—The income enjoyed by the owner of loaned capital goods. 

Limited liability.—The liability of stockholders for the debts of a 
corporation, except in the case of national banks, is limited to the par 
value of the stock. 

Par.—The size or amount of one share of stock. 

Participating and non-participating stocks.—Preferred stock is 
entitled to a dividend at a certain rate, say 7%, and then the common 
stock has a claim for a certain per cent, say 7%. If conditions war- 
rant paying more than these two 7% dividends, the participating 
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preferred stock shares equally with the common stock, the non-par- 
ticipating preferred stock does not so share, and the common stock 
gets all of the excess. 

Partnership.—An association of two or more individuals for the 
conduct of a business based upon a partnership contract. 

Preferred stock.—It has preference over common stock as to divi- 
dends or assets, or both. 

Stock dividend.—Dividend payable in stock and not in money. 

Unlimited liability—Personal liability for the debts of a single 
entrepreneur or for a partnership is not limited to the amount in- 
vested in the business. It extends to whatever other property may be 
owned by the single entrepreneur or by the individual partners. 

Watered stock.—Stock issued in excess of assets; the same as over- 
capitalization. 


XII. Advantages of Large Scale Production 

‘A. Savings in fixed capital goods—buildings and plant. For 
example, a large firm putting out the same volume of 
product as fifty of its small competitors does not require 
fifty times as much capital funds invested in its buildings 
and plant, ete., as one of its competitors. 

B. Savings in circulating capital goods—fuel, stock of goods, 
ete. For example, a large firm does not require fifty 
times as much fuel, stock on hand, ete., as any one of its 
competitors. 

C. Quantity purchases at lower prices than its small com- 
petitors. 

D. Economies due to division of labor.—For example, a small 
producer cannot afford to employ a single worker, not to 
mention a group of workers, to perform some small proc- 
ess, for the reason that for the greater part of the day 
he would be idle. A large concern can keep him busy 
the entire day. ; 

EK. Expensive experiments can be carried on.—For example, 
the American Telephone and Telegraph Company employs 
a large corps of the best trained scientists to find new 
and better methods of communication. 

F.. Economies resulting from the utilization of by- pride 
—For example, 54.3% of a steer is beef. This leaves 
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45.7% which, to the small firm, is waste. Of this 45.7%, 
all but 29.6% is utilized by the large packing companies. 

G. Integration of industry—owning their own railroads, ete. 
In 1908, the United States Steel Corporation represented 
1,217 different steel works, including every type of steel 
production. It also owned 3,734 miles of railroads, ship- 
ping plants, natural gas fields, and limestone properties. 

H. Advantages in foreign trade through special organization, 
foreign branches, and knowledge of the special require- 
ments of different countries. Many foreign markets have 
local peculiarities. For example, in South America some 
communities prefer products packed in tens rather than 
in twelves. 

I. Savings in freight through carload lots and ‘‘eross 
freights.”’ 


QUESTIONS 


1. Give an account of the Industrial Revolution. 

2. Give a detailed account of the economic results of one great 
invention. 

8. Explain what is meant by the factory system. 

4, Explain what is meant by the Industrial Revolution and show 
its relation to the rise of class consciousness. 

5. Explain the following: ‘‘Child labor in factories tends to 
destroy the foundations of economic welfare.’’ 

6. Discuss the following: ‘‘The introduction of the factory 
system cheapened products but debased the laborer.’’ 

7. Give an account of the Industrial Revolution with reference to 
(a) the inventions that brought it about; (b) four of its effects. 
Mention two recent inventions or new processes to show that it is 
still under way. 

8. Explain the truth or falsity of the following statement: ‘‘The 
invention of machinery is in one sense a misfortune, since it deprives 


. workmen of their employment.’’ 


9. In the factory system, what is the interest of (a) the owner; 
(b) the laborer; (c) the consumer? 
| 10. What part is played in production by (a) land; (b) labor; 
- (c) capital? 
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Disadvantages of Large-scale Production 
. Moderate size may be most efficient. Certain businesses 


cannot be conducted efficiently on a large scale. 


employees. 


. Small producers may have personal relations with their 


C. Small producers may know better.the needs of the local 


market. 


seale enterprises. 


. Small producers may eliminate wastes incidental to large- 


Note.—Small producers may often obtain the advantages 
of large scale production while avoiding its disadvantages. 
They may, for example, obtain power from a large, central 
power plant; or they may cooperate with each other in a 
large way in utilizing waste products and in experimenting. 


XIV. Co-operation 
This form of enterprise is spreading through producers’ and — 
consumers’ co-operative organizations, among farmers, fruit 


C. 


D. 


growers, and city laborers. 


Advantages 


. Profits go to the workers. 


. Saving is encouraged by 


the need of more capital. 
The workers are stimu- 
lated to do their best. 

No labor problem. 


XV. Government Ownership 


Qn 


Advantages (claimed) 


. Greater economy and effi- 


ciency. 


. Lower prices. 
. Less political corruption. 


Disadvantages 


. The need for high-salaried 


experts is not recognized. 


B. Power and responsibility 


AC 


B. 
C: 


are not centralized. 


. Lack of sufficient capital. 


Disadvantages (claimed) 
Shorter hours and higher 
pay. rk ; 
Higher cost of operation. 
Policy changes with each 
political change, 


. Managed by politicians 


and not by business men. 
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XVI. Land.—Land furnishes— 
A. Standing room, or sites for buildings. 
B. The raw materials of production. 
C. Natural products (coal, iron, ete.). 
D. Power (wind, water, electricity). 
K. Fertility of the soil. 
F. The beasts of the field and the fish of the sea. 
Note.—Lands differ in fertility or richness and in location. 
XVII Labor 
A. Modern life is characterized by— 

1. A steadily increasing population due, in this country, 
to excess of births over deaths, and to an enormous 
increase in immigration. 

2. The extension of specialization to a high degree (di- 
vision of labor). 

B. Efficiency of labor depends on— 

1. Physical qualities (health, strength, ete.). 

2. Intellectual qualities (education, technical knowledge, 
etc.). 

3. Moral qualities (honesty, sobriety, etc.). 

4. Standard of living (high or low). 


Definitions 


Consumers’ co-operative organizations.—The Rochdale stores in 
Great Britain are an example. 

Co-operative ‘associations. — Producers attempt— 

1, To eliminate landowners, capitalists, and entrepreneurs by 
performing those functions themselves. 
2. To eliminate the middleman’s profit by marketing the 
product themselves. 
Consumers attempt to procure commodities more cheaply by pur- 
. chasing on a large scale. 

Cross freights.—The savings due to a great number of plants dis- 
tributed throughout the country, each of which can ship directly to 
near-by purchasers. 

Labor.—The human element in business, except organization as 
represented by the entrepreneur. 

Land.—Limited natural resources and productive power. 
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Producers’ co-operative organizations.—The Dairymen’s League 
and the California Fruit Growers’ Association are examples. 


XVIII. Specialization —As a result of the Industrial Revolu- 
tion, each person now produces very few of the commodities 
he consumes. He specializes, and relies upon others to pro- 


vide for most of his needs. 
‘A. 


B. 


oO. Se 6 


Specialization by trades—simpie division of labor (tailor, 
butcher, baker, etc.). 

Speciahization by tasks—complex division of labor. The 
process of making an article is split up into simple opera- 
tions. For example, in making shoes, one group makes 
the soles; another, the heels; still another, the uppers, ete. 


. Specialization by stages——Each stage results in a finished 


product. Thus, to the lumber man, lumber is the finished 
product; to the paper manufacturer, paper is the fin- 
ished product; to the publisher, the book is the finished 
product. 


. Geographical or territorial division of labor enables each 


country to exploit its own natural resources. 


. Advantages of Specialization _ 
. It develops acquired skill. The laborer becomes an expert. 
. The laborer can do the kind of work which is best suited 


to his ability. 


. It makes possible the use of machinery; e.g., the cutting 


machine used in the manufacture of clothing. 


. It lessens the cost of production by decreasing the amount 


of labor needed. 


. It results in a greater abundance of goods at less cost. 
. The industry of a given region can be adapted to its 


natural resources. 


. Whole communities can develop technique and skill; e.g., 


the glove makers of Gloversville and the collar makers 
of Troy. 


XX. Results of Specialization —Specialization has— 
A. Caused goods of a certain kind to be uniform (stand- 


ardization). 
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B. Added variety of goods. 

C. Increased the dependence on each other of individuals, 
communities and nations. 

D. Separated the worker from his product and from his tools. 

KE. Created difficult problems of distribution. 

F. Possibly increased the irksomeness and monotony of labor. 


XXI. Capital Goods.—This refers to produced things which are 
themselves used to produce other things. Some examples of 
capital goods are: 

. Improvements on land (fences, drains, ete.). 

. Means of transportation (roads, canals. railways, ete.). 

. Buildings, barns, factories, ete. 

. Auxiliary material, such as coal and lubricating oil which 

do not appear in the finished product. 

. Tools and machines. 

. Domesticated animals, such as truck horses. 

Money, weights and measures used in production. 

. Commercial stocks of finished goods. 

. Books and appliances used by individuals who render 
personal services, such as the tools of the carpenter or the 
instruments of a surgeon. These are capital goods only 
when used in production. 

Note.—Neither land nor personal skill is “capital goods.” 


XXII. Origin of Capital ; 
A. Surplus of ineome over expenditure. 
B. Saving. 
1. The surplus must not be ‘‘spent.”’ 
2. The present must be sacrificed to the future. 
C. Investment. —The surplus must be invested. 


Ban p 


He ee 


‘ 


XXIII. Inducements to Saving 
A. Security of principal. 
B. Interest paid for the use of capital goods. 
C. The desire to care for one’s old age or comfort, or for 
one’s dependents. 
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XXIV. Kinds of Capital Goods 


A. Based on durability B. Based on use 


1. Fixed capital goods. 1. Free capital goods. 
2. Circulating capital goods. 2. Specialized capital goods. 


XXV. Replacement Fund.—Capital goods wear out, at once or 
in time, and must be replaced. The business man sometimes 


ealls this depreciation. 


XXVI. Capitalistic Production—So called because capital 
goods are of great importance. It is sometimes called the 
indirect or round-about method of production. 

A. The direct method to procure water, for example, is to 
go to a spring and take a drink. 

B. The indirect or rownd-about method is to negotiate the 
purchase of a large tract of land, hire engineers, build 
a dam, construct a pipe line to your home, and thus 
earry the water—all at great expense. 

C. The round-about method involves— 
1. Elaborate preparation. 
2. Production spread over a period of time. 
3. Much capital goods. 
4, Great increase of products. 
5. Cheapness of consummable goods. 


XXVII. The Community.— Acting through the government, the 
community— ' 
A. Grants patents, copyrights, and trade marks. 
B. Carries on business; e.g., our own post office, and the 
government monopoly of the tobacco business in France. 
C. Provides money, roads, and courts to enforce contracts. 
D. Regulates banks, public utilities, ete. 


XXVIII. The Laissez-faire Policy 
A. In the rivalry of buyers against buyers, and of sellers 
against sellers— 
1. Prices are reduced. 
2. Quality and service are improved. 
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3. Business managers are compelled to adopt economies 
r “‘go to the wall.”’ 
4. Inventions and discoveries are stimulated. 
B. The opponents of competition claim that— 
1. It results in much duplication of plant and effort. 
2. It is planless and wasteful. 
C. The Mercantihsts favored— 
1. Government regulation of business. 
2. Grants of private monopolies. 
3. Large exports and small imports in order to bring 
about a so-called favorable balance of trade. 
D. Adam Smith favored the direct opposite. He contended 
that free competition would result in greater public good 
through an appeal to enlightened self-interest. 


Definitions 


Abstinence.—Postponing present consumption to the future. 

Capital funds.—Amount invested. The total of capital goods 
measured in terms of money. 

Capital goods.—The produced means of production. Capital goods 
are distinguished from capital funds on the one hand, and from con- 
sumers’ goods on the other. 

Capitalistic system.—Our present complex system of industry in 
which capital funds, capital goods, and the “round about” method 
of production are so important. 

Circulating capital goods.—Capital pocds which can be used only 
- once (e.g., coal). 

Fixed capital goods. —Capital goods which can be used more than 
once (e.g., a plow). 

Free capital goods.—Capital goods which can be used in many 
different ways (e.g., iron). 

Specialized capital goods.—Capital goods which can be used for 
only a few purposes (e.g., a shoe-pegging machine). 


d QUESTIONS 


11. Define production and give two effects of the World War on 
production in the United States. 

12. Discuss the importance of the entrepreneur in the modern 
business enterprise. 
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13. Mention three forms of business organization and state the 
advantages of each. 

14. (a) What is a corporation? (b) Name and explain its advan- 
tages. 

15. Partners desire to incorporate their business. Give the rea- 
sons that may influence them to make this change. 

16. Explain the difference between stocks and bonds. Show which 
is the better investment for (a) the person dependent on the security 
of his investment; (b) the person who is willing to take some risks 
with his capital funds. 

17. What are some of the advantages of production on a large 
scale? 

18. Show by illustration or otherwise how modern industrial organ- 
ization tends to eliminate waste in manufacture. 

19. Give three advantages and three disadvantages of division of 
labor. 

20. Explain the meaning of division of labor. Illustrate from two 
different industries, and show the advantages resulting from the 
system. 

21. Expiain the following statement: ‘‘A too rigid application of 
the division of labor tends to break down the human units on which 
industrial prosperity depends. ’’ 

22. Show in detail the services rendered to production by capital. 


XXIX. Marketing —A market is not a market place. There 
are aS many markets for a given commodity as there are 
prices. 

A. A ‘‘good’’ is not completely ‘‘produced’’ until it is in 
the hands of the final consumer. 

B. Primary producers sometimes object to the ‘‘ill-gotten 
gains’’ of middlemen. Are these gains ill-gotten? Not 
when the middlemen render adequate services in return. 
In a competitive society, the presumption is that the 
existing middlemen do render adequate services. 


XXX. Services of the Middleman.—The middleman— 
A. Arranges for the transportation of commodities from farm 


or mine to the market, and from the market to the con- 
sumer. 


B. Attends to sorting, packing, and grading. 
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C. Provides for storage. 

D. Arranges with banks for financing his clients. 

BE. Sells the goods. 

Note.—Middlemen adjust (a) the place at which, (b) the time, 
when, (c) the quantity of, and (d) the quality of goods offered. 
XXXI. Efforts to Eliminate the Middleman 
7 A. The mail-order house. 

B. The department store. 

C. The chain store. 

D. Producers’ co-operative associations. 


XXXII. Classification of Markets 


A. Extent B. Nature of Business 
1. Loeal. 1. Stocks and bonds. 
2. National. 2. Commodities (wheat, cotton, ete.). 


8. International or world. 


XXXIII. Markets for Stocks and Bonds.—The business of 
dealing in corporate securities is carried on— 

A. “‘Over the counter’’ by investment bankers. 

B. Through brokers who act for their customers on the or- 
ganized stock exchange. Not only do brokers deal with 
investors but also with speculators and gamblers. The 
last two constitute the bulls and bears and operate on a 
margin. 


XXXIV. Economic Functions of Speculators.——The economic 
functions of speculators are: 

A. To furnish an organized market where securities or com- 
modities can readily be turned into cash at a fair approxi- 
mation of their value. 

B. To serve as an indication of which securities are likely 
to prove sound investments. 

* ©. To serve as a basis for forecasting business conditions 
- which are usually discounted by price changes, particu- 
larly changes in stock prices. 

D. To cause fluctuations in prices of stocks and bonds to be 
less violent, and their range smaller. 
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XXXV. Risks in Business—Modern business is ‘‘round about”’ 
or capitalistic, and involves constant risks. 

A. Production is for future consumption. The future is 
always uncertain. The farmer takes chances on rain, sun; 
hail, insects, ete. The miner takes chances in sinking his 
shaft. The business man runs innumerable risks. 

B. Production is for the general market and not ‘‘on order.’” 

C. Risk can be diminished by— 

1. More knowledge. 

2. Insurance (fire, life, marine, boiler, ete.). — 

8. Speculation, which reduces the range and violence of 
fluctuations. 


Definitions 


Bears.—Those margin speculators who sell first, borrow the stocks 
for delivery to their purchaser, hoping to buy later at a lower price 
so as to return the borrowed stock. They are ‘‘short’’ of the market. 

Brokers.—Members of exchanges who buy and sell for others on 
commission. 

Bulls.—Those margin speculators who buy on the expectation that 
prices will rise. They borrow most of the purchase price. They are 
““long’’ of the market. 

Chain stores.—A series of many different retail stores, scattered 
over a wide territory, and dealing in a single line of goods. 

Department store—A huge establishment including many ‘‘de- 
vartments’’ or stores under one roof. 

Future delivery.—Contracts for the sale or purchase of commodi- 
ties at some future date. For example, on June 1 a merchant sells 
10,000 bushels of wheat at $1.50 per bushel, to be delivered on Sep- 
tember 1. 

Gamblers.—Those who buy and sell on ‘‘tips’’ and rumors. 

Hedging operations.—Buying or selling to lessen an anticipated 
loss. 


Ezxample.—A Minneapolis miller needs wheat to grind into flour and. 
wishes to eliminate the uncertainty due to the fluctuations in the price 
of his raw material, wheat. : 

On June 1, he "buys 10,000 bushels of wheat at $1.50 per bushel — 
“‘spot’’ (i.e, "for immediate delivery), and proceeds to grind it into 
flour. At the same time he ‘‘hedges’’ by making a speculative ‘‘short — 
sale’’ of 10,000 bushels at the same price for delivery on September 1. 


On September 1 the price of wheat for immediate delivery is $1.30. 
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_per bushel. The miller has thus lost 20 cents per bushel on the wheat 
he bought for his mill, but he has made 20 cents per bushel on the 
speculative transaction. In this way, he made good the loss on the lessened 
price of his flour due to the fall in the price of wheat. 


Index number.—A number expressing price level or other quantity 
measurement of any year by comparing it with-that of a given year 
taken as 100. 

_ Investment bankers.—Private firms which deal in securities in 
much the same way as merchants deal in merchandise; viz., ‘‘over 
the counter’? and not at_a stock exchange. 

Investors.—Those who purchase securities primarily for the return 
in dividends or interest. 

Laissez-faire.—‘‘Let us alone.’’ Non-interference by government 
in business. 

Mail-order house.—It carries on business solely through the mail, 
relying on a catalogue to advertise and sell its goods. 

Margin.—A partia! payment made by a bull, and a deposit made 
by a bear, for the protection of the broker. 

Market.—Such free intercourse between pares and sellers that 
one price prevails at a given time. 

Mercantilists.—A school of economists that preceded Adam Smith. 
Unlike him, they believed in governmental regulation of business. 

Middleman.—Any producer between the primary producer and the 
- consumers, such as a jobber, wholesaler, commission merchant, broker, 
retailer. 

Price level.—The average of general prices. It is usually expressed 
_ by the use of index numbers. 

“Primary producer.—Any one engaged in an extractive or genetic 
industry. 
Speculators.—Those who base their trading in stocks and bonds 
or in commodities upon a careful study of fundamental business con- 
ditions which enables them to forecast price changes. 
Stock exchange.—An organized market for stocks and bonds. Only 
members are allowed to trade on the floor of the exchange. They buy 
and sell for others. 


XXXVI. The Grain and Cotton Markets 

A. Highly organized markets. 

B. World markets. 

C. Brokers buy and sell for ciatae delivery.”’ 
D. Hedging operations. 

E. Arbitrage transactions. 
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XXXVII. Index Numbers.—Changes in the general level of. 
prices are determined by the use of index numbers. To 
obtain an index number, we must first secure a somple average 
and then a weighted average. 

A. Simple Average.—Suppose that a ton of iron costs $40, 
a bushel of wheat costs $2, a pound of cotton costs 15 
cents, and a pound of wool costs 12 cents. The simple 
average is $10.58. 

B. Weighted Average—The gross values are obtained by 
multiplying the price by the number of units sold. 


Example 
Price 
Units sold per unit Gross values 
UeOM \saieeeretete c 10,000- $40.00 $400,000 
Wheat ......... 50,000 2.00 100,000 
Cotton: 6k. 3) 005000 0.15 15,000 
Wools toetre 200,000 0.12 24,000 
Total, 360,000 Total, $539,000 


Weighted average for the year is $539,000 + 360,000 =1.496. This 
we call 100. 


Similarly, we obtain the weighted average for four succeeding 
years. Suppose they are 2, 2.1, 1.8, and 1.3. 
If 1.496 is 100, then— 


2 is 2 1.496 x 100= 133 
2.1 is 2.1+ 1.496 X.100=140 
1.8 is 1.8 + 1.496 X 100 =120 
1.3 is 13+1.496 X100— 86 


The index numbers are therefore 100, 133, 140, 120, and 86. 


THE LAWS OF PRODUCTION 


I. The Law of Diminishing Returns 
If, of the three factors of production—land, labor, and capi- 
tal goods—any one remain fixed and the others be increased, 
after a certain point has been reached in the cultivation of 
land or the exploitation of a mine, although the aggregate 
return is larger, the proportionate return is smaller. 


\ 
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Hxample.—On a given acre of land, potatoes are planted. A “dose” 
of $5 for labor and capital goods yields 20 bushels, 4-for each dollar; 
a “dose” of $10 yields 42 bushels, 4.2 for each dollar; a “dose” of $15 
yields 70 bushels, 4.66 for each dollar; a “dose” of $20 yields 80 
bushels, 4 for each dollar; a “dose” of $25 yields 95 bushels, 3.8 for 
each dolar. 


II. The Law of Proportionality 
There 1s always a stage in the use or combining of our pro- 
ductive factors where we get the largest proportional returns 
compared with costs. 


Example—Apartment houses in New Haven, Connecticut, are three 
stories high; in New York, they are ten stories and more. 


III. The Law of Monopoly Price 
Example.—A street railway experiments with different rates of fare 
with the following results: 


est Total | Variable | Total | Fixed | Total Net 


Expense | Variable Expense | Expense | Revenue 


Price 
; per Unit | Expense 


Passengers Earnings 


$.10 | 600,000 | $60,000 | $.03250 | $19,500 | $50,000 | $69,500 | $—9,500 
.09 | 00,000 | 72,000] .03125 | 25,000] 50,000} 75,000 | —3,000 
.08 | 4,200,000 | 96,000} .03000 | 36,000] 50,000 | 86,000 | 10,000 
.07 | 1,800,000 | 126,000} .02875 | 51,750 50,000 | 101,750 | 24,250 
.06 | 2,500,000 | 150,000 | .02500 | 62,500 | 50,000 | 112,500 | 37,500 
.05 | 3,500,000 | 175,000] .02750 | 96,250] 50,000 | 146,250 | 28,750 
.04 | 5,000,000 | 200,000 | .03000 | 150,000 | 50,000 | 200,000 


At .05 and .04 the variable expense per unit increases; at those 
prices the law of diminishing returns is operative. A six cent fare 
brings in the largest net return. That is the pot at which a monopo- 
list fixes his price. 


THE THEORIES OF PRODUCTION 


I. The Theory of Malthus 
In a given state of the arts of production, population tends 


to outrun subsistence. By subsistence is meant the means of 


satisfying the needs of people for food. 


II. Criticism of the Malthusian Theory 
A. Malthus was pessimistic. He could not imagine that pro- 
duction could be enlarged fast enough to provide for a 
rapidly growing people. The only result he could see was 
that vice and misery among the masses of people would 
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check births and cause deaths in sufficient number to keep 
population within bounds. 
B. We are more hopeful. Population tends to outrun sub- 
sistence. A tendency is not an accomplished fact. 
C. Opposing Forces 
1. Increasing the means of subsistence through— 
(a) Progress in the technique of production. 
(b) The acquisition of more land. 
(c) The importation of more food and raw materials. 
2. Checking the increase of population through— 
(a) A high death rate. 
(b) A low birth rate. 
(ec) Emigration. 


QUESTIONS 


23. What is meant by the laissez-faire policy of government toward 
industry as advanced by Adam Smith? Why was this policy aban- 
doned in the 19th century? What is the present attitude of govern- 
ment toward industry ? 

24, Why is it necessary to regulate (a) railways; (b) ‘‘big busi- 
ness’’; (c) banks? State the method in each case. 

25. Is the present tendency toward or away from a greater par- 
ticipation on the part of the government in the production of wealth? 
State and discuss some illustrations of your answer. 

26. Explain the importance of the merchant as a factor in the 
production of wealth. 

27. What is a middleman? Show whether or not his profits are 
socially justified. 

28. Discuss the benefits and evils of the stock exchange. 

29. What is the stock exchange? What services does the stock 
exchange render to the public? Tow is it governed? What is the 
curb market? t 


30. State the economic advantages and disadvantages of specula- 
tion. 


31. Does the produce exchange render an economic service? De- 
fend your answer. 

32. Distinguish between the exhaustion of the soil and diminishing 
returns in agriculture as shown by the Law of Diminishing Returns. 
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33. American farmers are constantly criticised because they do not 
produce so much per acre as English farmers. Discuss (a) the reason 
for this condition; (b) the probability of increasing our production 
within the next few years. 

34. (a) Define monopoly price and show how it is determined. 
(b) Why does the Law of Monopoly Price indicate the tendency of 
- price rather than the actual price? 

39. If the United States Steel Corporation had a monopoly on the 
manufacture of steel, state how the market price of the finished 
product would be determined. 


CHAPTER IV 
EXCHANGE 


I. Value.—The word value implies a person who ‘‘values’’? some- 
thing. It is not a characteristic inherent in commodities. 
It is the human estimate of the importance of a commodity 
or a service. 
A. Subjective value is the importance of a commodity or a 

service to an individual. For example, you ‘“‘value”’ a 
dinner more than you ‘‘value’’ a pencil. i 
B. Exchange value is the power of a commodity to command 
other commodities in exchange. For example, a hors 
may exchange for fifty sheep. 
C. Price is exchange value expressed in terms of money. For 
example, the ‘‘price’’ of a hat is five dollars. 


II. Marginal Utility—Marginal utility is the usefulness of the 

least important unit of a series of goeds. a 

A. The least important unit of a series of goods is that unit 

which satisfies the least important want. g 

B. It is by the importance of the least important unit of a 

series of goods that we measure the importance of any on 

of the series. Upon this is based the Lew of Margina 
Utility. 

C. Illustration of the Law of Marginal Utility 


Robinson Crusoe had four sacks of corn, each exactly alike, but 
devoted to different uses. One he reserves for food; one for seed ; 
one he feeds to the fowls, thus adding meat to his diet; and ene he 
feeds to the monkeys whose gamboling amuses him. ; 

By which of the four uses does he measure the importance ¢ 
sack of corn? ’ 

Not by the use of the first sack, or he would use them all for 
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present food; not by the use of the second, or the. fowls would go 
without food; not by the use of the third, or the monkeys would not 
be fed. 

He must, then, measure the importance of any one unit of the 
series of sacks by the importance he attaches to the last or least 
important unit of the series. 

To ascertain which is the least important unit of the series, sup- 
pose that one of the sacks is lost. Which want will go unsatisfied? 
The least important one. In this case, the monkeys would go with- 
out their dainties. ; 


III. Market Price 
A. Each buyer in a market has a maximum price which he is 
willing to pay. Each seller has a minimum price which 
he is willing to accept. The price at any moment is that 
price which will enable the largest number of buyers to 
buy and the largest number of sellers to sell. 
B. Illustration of Market Price 


At $1.75 the demand will be 1,000 and the supply will be 5,000. 


coe 1500 4,000. 
Beem « Bh Drogany maha elle © 3,000. 
Renae '.< ePiab Separates 2 93000: 
ea Si take (ion tees 2 «© 1,000. 
.50 e 6c ce 4,000 bé (a9 ce 500. 


The market price will be between $1.00 and $1.25 because that price 
will accommodate the largest number of buyers and the largest num- 
ber of sellers. 


IV. Elasticity of Demand 

A. The demand for some commodities is very sensitive to 
price changes; the demand for other commodities is ie 
sensitive to price changes. 

B. The demand for luxuries is elastic ; the demand for neces- 
sities is inelastic. 


Definitions 


Consumers’ surplus.—Excess of satisfaction over cost. 
Demand.—The amount that will be taken at a given price. Desire 
coupled with the ability and willingness to pay. 
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Demand and supply curve.—Diagrams illustrating how market 
price is fixed. 

Elasticity of demand.—Sensitiveness 3 changes in price. The 
demand for luxuries is more elastic than that for necessities. 

Marginal buyer.—The most indifferent buyer; the one to whom 
a slight change of price will determine whether or not he will buy. 

Marginal seller—The most indifferent seller; the one to whom a 
slight change of price will determine whether or not he will sell. 

Market price.—The price ruling at any given moment. It is the 
price that will ‘‘clear the market’’ by accommodating the largest 
number of buyers and the largest number of sellers. 

Normal price.—See page 58. 

Stock.—All of a given commodity in the hands of dealers at a 
given time. 

Supply.—The amount offered at a given price. 


V. The Evolution of Exchange 
A. Barter economy. 
B. Money economy. 
C. Credit economy. 


VI. Barter Economy.—Exchange was first effected by the di- . 


rect trading of goods for goods. This method developed 

four drawbacks: 

A. The necessity for the double coincidence of exchange. 
Each party must have what the other wants, and want 
what the other has. 

B. Many goods are indivisible. For example, the owner of a 
cow would be unwilling to exchange it for a meal; nor 
would he be willing to exchange part of a cow for a meal. 

C. The necessity for extensive knowledge of values in ex- 
change. There are 4,950 possible combinations of one 
hundred articles. The trader must know every possible 
combination or he will be cheated. 

D. Many goods are perishable, and for that reason are not 
suitable for exchange. | 


VII. Money Economy 


A. Money is any generally aecepted commodity which serves 
as a medium of exchange and as a standard of value. 


BD: 


C. 
_ paper. . 


VIII. 
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It includes all forms of metallic or paper money such as 
gold, silver, nickel, and copper coins, government notes 
and bank notes. 

It excludes checks, drafts, and other similar negotiable 


Characteristics of Good Money 


. Value Characteristics 


1. Possesses value. 
2. Reasonably large value compared with bulk. 
3. Stability of value. 


. Physical Characteristics 


1. Durability. 4. Divisibility. 
2. Portability. _ 5. Cognizability. 
3. Homogeneity. 


IX. Historical Forms of Money 


HU OWb 


B. 


. Hunting tribes used the skins of animals. 
. Pastoral peoples used cattle and sheep. 


The American Indians used wampum. 


. Tin was used in ancient Syracuse and in Britain. 
. Iron, in Sparta; cattle, in Scotland; silk, in China; salt, 


in Abyssinia; tobacco, in early Virginia; codfish, in New 
England; bullets and wampum, in Massachusetts; sugar, 
in the West Indies; soap, in Mexico; ete. 


. Functions of Money.—Money serves— 
A. 


As a medium of exchange.—The workers in a shoe factory 
exchange their services for money wages. The money so 
obtained they, in turn, exchange for other goods and 
services. 

As a standard of value-—We can say in one sentence that 
Mr. Jones is worth a million dollars. If it were not for 
this standard of value, we should be obliged to enumerate 
everything Mr. Jones owns in order to impress our hearers 
with Mr. Jones’s wealth. 
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C. As a standard for deferred payments.—When a business 
man needs a new machine he may borrow $1,000 and 
purchase it. At the end of the year he returns, not the 
machine, but the thousand dollars. ; 

D. As a basis of credit.—A dollar in the reserve of a bank 
enables the bank to loan possibly ten times that amount. 

E. As a store of value—You put money in a hiding place 
for a ‘‘rainy day.’’ 


XI. Coinage.—Coinage is the process of manufacturing bullion 
into money. 

A. Brassage.—If a charge is made just covering the expense 
of the operation, it is known as brassage. 

B. Seignorage.—If a greater charge is made, it is known as 
selgnorage. 

C. Gratuitous Coinage.—If no charge is made for this by the 
government, it is known as gratuitous coinage. 

D. Free Coinage.—If the government accepts for coinage un- 
limited amounts of bullion, it is called ‘‘free coinage.” 
Free coinage means the same as unlimited coinage. 

KE. In the United States there is gratuitous and free coinage 
of gold, but not of silver. 

F. For each ounce of gold brought to the mint any one can 
obtain $20.67 in coin. The ‘‘mint price’’ of gold in this 
country, therefore, is $20.67 per ounce. 

G. It is customary for national governments to assume a 
monopoly of coinage. Thus we get uniform, easily ree- 
ognizable, stamped coin of guaranteed weight and fine- 
ness. The milled edge and stamped surface prevent 
‘“‘clipping”’ or ‘‘sweating’’ the coins. 


XII. Kinds of American Money 
A. Metallic Money 
1. Gold coin ($20, $10, and $5). The $2.50 is no longer 
minted, ‘ 
2. Silver coin ($1.00, $.50, $.25, $.10). 
3. Nickel coin ($.05). 
4, Copper coin ($.01). 


EXCHANGE 37 


_ B. Paper Money . 

1. Representative money (gold certificates and silver 
certificates). 

2. Government notes 
(a) Treasury Notes of 1863 (greenbacks). 
(b) Treasury Notes of 1890. 
(ec) Federal Reserve Notes. 

3. Bank Notes (National Bank Notes and Federal Reserve 
Bank Notes). 

Only gold coins are standard money; the others are sub- 
sidiary money. 


Definitions 


Clipping coins.—Slicing off from the edge part of the metal of a 
coin. 
Mint price.—The price at which the government will accept gold 
at the mint. In the United States the mint price is $20.67 per ounce. 
Standard money.—Money which is full legal tender, and which is 
employed in the redemption of other moneys. 
Subsidiary coinage.—All coins, except gold coins. 
Sweating coins.—Rubbing off from the surface part of the metal 
of a coin. 5 ; 
Token money.—Coin whose legal value exceeds that of the bul- 
lion, and whose coinage is not free (e.g., silver, nickel, and copper 
coins). 
XIII. Standard Money 
A. Monetary Unit 
1. Each country has adopted by law a definite unit to 
serve as a medium of exchange in terms of which pay- 
ments are made. This unit is a fixed weight of the 
metal adopted as standard, such as the dollar in the 
United States, the pound in Great Britain, ete. 
2. The dollar is our monetary unit because it is used to 
measure quantities of money, and, in consequence, 
quantities of money value as possessed by other things. 


The term ‘‘dollar,’’ therefore, is not merely the name of a coin, 
but also the name of a unit of measurement consisting of 25.8 grains 
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of gold, nine-tenths fine, 1.e., 23.22 grains of pyre gold and 2.58 grains 
of alloy, chiefly copper. In practice, no such coin is now minted. 


3. 


The unit in the English system is the pound sterling. 
This consists of 123.27 grains of gold, eleven-twelfths 
fine. The pure gold content is 118.0015 grains. 


B. Monetary Standard.—The monetary standard is ‘‘that 
thing the value of which fixes the value of the monetary 
unit.’? In the United States, the monetary standard is 
25.8 grains of gold, nine-tenths fine. 


In order that the dollar and 25.8 grains of gold, nine- 


tenths fine, may be interchangeable, it is provided that— 


i 


2. 


3. 


Only gold shall enjoy unlimited coinage. (Free coin- 
age.) 

There shall be no prohibition on melting coins. (Pree 
melting. ) 

Gold alone shall have full and unlimited legal tender. 
Thus we have standard money (gold coins) and sub- 
sidiary money (silver money and various kinds of 
paper money). 


C. The gold standard is world-wide— 


1. 
2. 


3. 


4. 


The monetary unit of Canada is the same as our own. 
The French and the Belgian unit is the franc, con- 
sisting of 4.48 grains of fine gold. 

The unit of Germany is the mark, consisting of 5.53 
grains of fine gold. 

The unit of Holland is the guider, consisting of 9.33 
grains of fine gold. 


XIV. The Bi-metallic Controversy 
A. Falling prices are detrimental to debtors. 


Illustration.—$10,000 borrowed for ten years on January 1, 1865, 
could be expended when the index number is 183. Repaid on January 1, 
1875, when the index number is 118, it has a purchasing power of 


$15,513. Thus, the debtor loses and the creditor gains. 


i 
\ 


B. Rising prices are detrimental to creditors. 
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Tilustration—$10,000 borrowed for ten years on January 1, 1910, 
could be expended when the index number is 100. Repaid on January 
1, 1920, when the index number is 225, it has a purchasing power of 
$4444, Thus, the creditor loses and the debtor gains. 


- C. No single commodity, gold or other, can perform perfectly 
the money function of a standard for deferred payments. 
The reason for this is that as the price level rises the 
value of gold falls, and vice versa. 


XV. The Free Silver Movement.—It was the injustice done to 
debtors by steadily falling prices that gave rise to the Free 
Silver Movement under the leadership of William Jennings 
Bryan. 

A. It was claimed that a double standard, with unlimited 
coinage of both gold and silver, would relieve debtors. 
This is fallacious. There cannot be two actual standards 
because of the operation of Gresham’s Law. 

B. The change from falling to rising prices after 1896 
explains the elimination of ‘‘free silver’’ as a political 
question. 


QUESTIONS 


1. It was remarked by Adam Smith that the things which have 
the greatest value in use frequently have little or no value in 
exchange. Explain. 

2. Explain the difference between economic utility and economic 
walue. Give one illustration of each. : 

3. Distinguish by definition or otherwise between value and price. 

4, Show by illustrations (a)-that land, labor and capital are 
necessary to give value to raw material; (b) that Dol on raw 
material may or may not produce wealth. 

5. Assume that the price of wheat in New York is $2.39 per 
bushel and that Australia offers wheat at $1.16 per bushel. If the 
price of wheat were not fixed by the government, how would 
Bes ctica wheat production be affected? 

_ 6. Show how the principle of elasticity of demand is illustrated 
in the case of (a) an oversupply of sugar on the market; (b) an 
-undersupply on the market. 

) 7. Explain whether a decrease in the price of salt would cause 
an increase in the quantity produced. 
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8. Define money in (a) the legal sense; (b) the economie sense. 

9. Would the following make good money: iron, wheat, diamonds, 
glass beads, sea shells, beaver skins? If not, why not? Which of 
the three chief functions of money would each be inadequate to per- 
form? 


10. Define money and show what characteristics a commodity 
must have in order that it may serve satisfactorily as money. 


XVI. Credit Money.—Government or bank notes circulating 
as money. 

A. Umited States Notes (Greenbacks) 

1. First issued because of the exigencies of the Civil War. 
Originally, they were unsecured, but they are now pro- 
tected by a gold reserve of $150,000,000. This reserve 
may never go below $100,000,000. The total amount 
in circulation is $347,000,000, none of which may be 
retired. 

2. They are legal tender except for payment of duties on 
imports and payments by the government of interest 
on the public debt. 

3. They have not always passed at par. Soon after their 
first issuance, greenbacks fell below par. Merchants 
quoted two prices for their goods. For mstance, 24/15 
meant that the greenback price was $24 and the gold 
price $15. Since January 1, 1879, when ‘‘specie pay- 
ments’? were resumed by the Treasury, greenbacks 
have passed at par. 

4, “Fiat money’’; ie., irredeemable paper money, has 
gotten every nation that resorted to it into trouble. 
The French assignats, the German paper marks, the 
French Pepe francs, the Russian paper rubles and 
our own ‘‘greenbacks,’’ are examples. 

B. Treasury Notes of 1890.—These were issued to Oe os 
silver under the Sherman Act of 1890. They have been 
replaced by silver certificates, except $1,379,000 (Oct. 1, 
1925), most of which has probably been lost or destroyed, 
or is in the hands of collectors. 
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C. National Bank Notes 

1. Promissory notes of individual national banks, secured 
by government bonds. 

2. They are not legal tender except in payment to a 
national bank or to the government. 

3. They are perfectly safe but inelastic. 

D. Federal Reserve Bank Notes 

1. Promissory notes of individual Federal Reserve Banks, 
secured by the deposit of government bonds. 

2. They replace the same amount of national bank notes 
which have been retired. 

E. Federal Reserve Notes 

1. Promissory notes of the United States government, is- 
sued through the Federal Reserve Banks. 

2. They are redeemable in gold at the United States 
Treasury, and in gold or lawful money at any Federal 
Reserve Bank. 

3. They are secured by commercial paper, gold coin, and 

, other assets of the Federal Reserve Banks. 

4, They are not legal tender except in payment to a 
national bank or to the government. 

5. These notes are both safe and elastic. 


XVII. Credit Economy.—Credit is the power to command 
goods or services in the present in exchange for a promise 
to pay in the future. Every form of credit saves the use 
of money. 


XVIII. Forms of Credit 
A. Book Credit—This involves the keeping of an account of 
the charges against a customer in a book, with settlement 

at stated intervals. 

~B. The Promissory Note 
1. One person promises, in writing, to pay another person 
a sum of money at some future day. This postpones 
the time of payment. 

2. The party to whom the money is to be paid, the payee, 
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can endorse the note to a third party, the endorsee, 
and secure his money at once. 


C. The Check 


XIX. 


. The system of making settlement through banks is one of 


1. A depositor orders bis bank to pay, on demand, a 
certain sum of money to a third party, the payee. 

2. This paper may pass by endorsement through many 
hands before it reaches the bank, paying debts on each- 
transfer. 


. The Draft or Bill of Exchange—A creditor orders his 


debtor to pay a certain sum of money on demand or at 

a certain future date, to a third party. 

1. This document is negotiable and can pass from hand 
to hand by endorsement. It can thus be used to ex- 
tinguish many debts. 

2. A draft may be either— 

(a) Domestic—when all the parties live in the same 
country. 

(b) Foreign—when the drawer lives in one country, 
and the drawee and the payee in another. 


. The Bank Note.—This is the printed promise of a bank | 


to pay a certain sum of money to bearer on demand. 
It passes from hand to hand as money. 


Banks as Institutions of Credit 


. A bank ‘‘ig a manufactory of credit and a machine of i 


exchange.’’ All banks have two functions: 
1. The deposit function. 
2. The discount or loan function. 


. The use of money is saved by banks— 


1. By making entries on the books of the bank when both 
parties to a check are depositors in the same bank. 

2. By matching the claims of one bank against the claims 
of other banks at the Clearing House, when the parties 
to a check are depositors in different banks. ; 


. Some banks have also the note issue function. : 
7 
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book entries, with eventual transfers in cash that do not 
ordinarily amount to five per cent of the total payments. 


Definitions 


Acceptance.—A draft drawn by a creditor against his debtor on 
which the debtor has written the word ‘‘accepted’’ above his signa- 
ture. 

Book credit.—Account is kept in a book of items charged against 
a customer. Settlement is made at stated intervals. 

‘Check.—The written order of a depositor on his bank, ordering 
the bank to pay a certain sum to a third party. 

Clearing house.—An organization of the banks of the community 
which enables them to match their claims against each other, paying 
the difference only in money. 

Fiat money.—Paper money based on the notion that it is the 
government stamp that gives value to a $20 gold piece. Hence, why 
not place that stamp on a cheaper material, paper, for instance? 

Legal tender.—Any kind of money which the law provides must 
be accepted when offered in payment of any obligation, expressed 1 in 
terms of the country’s monetary unit. 

Promissory note.—The written promise of one person to pay ta 
another person a certain sum, on demand or at a certain future date. 
The words ‘‘ Value received’’ should always be on it. 


_ XX. Economies of Bank Credit.—Bank credit serves as a 
medium of exchange just as money does, but the use of 
eredit instead of money enables the community to effect 
large economies. Bank credit— 
A. Saves most of the cost that would otherwise be involved 
in transporting the money. 

B. Saves the labor and the effort that otherwise would have 

been devoted to obtaining costly media of exchange. 


XXI. Deposits, Loans, and Reserves 
A. Borrowing Money 
1. When a merchant borrows $1,000 at his bank in ex- 
‘change for his promissory note for that sum, he does * 
not usually receive $1,000 in cash. 
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2. The bank credits his account, $1,000, and the merchant 
ean draw his checks against it. Thus, at one and the 
same time, the bank’s loans and deposits are increased 
by $1,000. 


. Lending Money.—All the depositors of a bank do not 


borrow at the same time. Every depositor makes deposits 

from time to time. 

1. It is these deposits which a bank lends to those of its 
clients who wish to borrow. 

2. The bank agrees to repay the amount of the deposits 
on demand. Experience has shown that, on the aver- 
age, only a small part of the deposits will be demanded 
at any one time. This renders it safe for banks to 
loan out most of the deposits. 


. The Reserve——The cash kept by a bank in its vaults to 


protect its depositors is called its reserve. Experience 
has shown that in normal times banks can maintain a 
volume of loans several times as large as their reserve of 
cash. The ratio varies from time to time and from place 
to place. 


Kinds of Banks 


. From the standpoint of the source of authority and of 


public regulation, banks are divided into— 
1. National banks. 
2. State banks. 


. From the standpoint of the type of business transacted, 


banks are divided into— 
1. Commercial banks. 

2. Trust companies. 

3. Savings banks. 

4. Investment bankers. 


EXCHANGE 


A TYPICAL BANK STATEMENT 
THE CORN EXCHANGE BANK 


45 


WILLIAM AND BEAVER STREETS 


NEW YORK 


A Bank Statement that any Man or Woman can Understand 


mneEbank Owes tO DePOSitors..........-...eesesees 


August 1, 1925 


A conservative banker always has this indebtedness 
in mind, and he arranges his assets so as to be able to 
meet any request for payment. 


For This Purpose We Have: 


Which becomes the property of the stockholders after 
the debts to the depositors are paid, and is a guar- 
antee fund upon which we solicit new deposits and 
retain those which have been lodged with us for many 
years. 


$232,548,299.89 


GUN (CASO oo a chee 6c RCS ae $32,824,923.41 
(Gold, Bank Notes and Specie) and with legal deposi- 
tories returnable on demand. 
‘ 
izilemenecks on Other Banks..............c0000000% 23,561,363.03 
Payable in one day. 
[3], U.S. Government Securities....:............... 60,102,657.43 
[4] Loans to Individuals and Corporations......... 25,714,559.67 
Payable when we ask for them, secured by collateral 
of greater value than the loans. 
TE TSAR) 0 U5 ae 38,804,709.14 
Of railroads and other corporations, of first quality 
and easily salable. 
Uh: (GBR? 4 2 S78 ieee eee 57,422,960.84 
Payable in less than three months, on the average, 
largely secured by collateral. 
NialeOnds and MOrtgages... <<... cece cece eseccscece 11,428,836.07 
Rolmeisaneine HOUSES ..0 0)... cess neces ecde sn eneses 6,677,148.38 
All located in New York City. ‘ 
HolWeeOther heal Estate... jcc. cee seee ee cence toes 36,469.00 
Total to Meet Indebtedness..................02-200- $256,573,626.97 
[10] This Leaves a Capital and Surplus of........... $24,025,327.08 
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Definitions 


Commercial banks.—These banks loan money for a short time to 
merchants and other business men, thus supplying capital for current 
business needs. Deposits are withdrawn by checks. 

Investment bankers.—These do not ordinarily perform the func- 

tions of deposit and discount. They play an important part in finan- 
cial affairs by floating large offerings of corporate securities. 
. Savings banks.—These banks gather together small sums from 
many people and loan their deposits through purchase of long time 
bonds of corporations issued for permanent improvements, or through 
bonds and mortgages on local real estate. Deposits are made and with- 
drawn by passbooks. 

Trust companies.—Commercial banks formerly authorized to trans- 
act kinds of business not permitted other commercial banks. They may 
act as trustee of a corporation mortgage, as administrator or executor 
of a will, as transfer agent of the stock of a corporation, ete. 


QUESTIONS 


11. Why would not a bushel of wheat be a better meastre of value 
than a gold dollar? 

12. Define (a) seignorage; (b) brassage; (c) standard money. 

13. What is meant by the term free silver? To what extent does 
silver have the qualities of good money? 

14, Mention three functions that money fulfills in modern economy. 

15. Explain why “an inflation of the currency works an undeserved 
injury to the creditor class.” 

16. What are subsidiary coins? Are they legal tender? Define 
legal tender. 

17. Give arguments defending the monometallic standard. 

18. State Gresham’s Law and discuss its operation, using the 
Greenback Movement and the Free Silver Movement as illustrations. 

19. (a) What are the limitations on the full legal tender power 
of greenbacks? (b) What determines the value of (1) the silver 
certificate? (2) Greenbacks? (3) National Bank Notes? 

20. Give arguments for or against the retirement, as soon as 
practicable, of the United States greenbacks now in circulation. 


XXIII. Our National Banking System 
A. Between 1836 and 1863 there was ‘‘free’’ banking by state 


a a 
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banks. Practically without public regulation, this régime 

culminated in the panic of 1857 (Wild-cat banking). 

B. Owing to the exigencies of the Civil War, our present 
chain of national banks was established in 1863. 

1. The government was badly in need of funds. 

2. Its securities were selling at a discount, and the market 
for its bonds was restricted. The new banking system 
was established partly to furnish a broader market for 
government bonds: ‘ 

C. Any group of five people was empowered to apply to the 
national government for a charter of a national bank. 
One-third of its capital stock must be invested in gov- 
ernment bonds. 

1. To make these bonds attractive, the banks were allowed 
to deposit them with the government for safe-keeping, 
and to issue against them national bank notes up to 
ninety per cent of their face value. 

2. Later, this proportion was increased to one hundred 
per cent. Thus, the banks enjoyed double interest— 
that on the bonds and that obtained by loaning the 
notes themselves. 

D. At least three detailed reports of the condition of a 
national bank are required each year. 

EK. National banks are under the supervision of the Comp- 
troller of the Currency, and are subject to examination by 
government inspectors. 


XXIV. Defects of Our National Banking System 

A. Of the two requisites of a sound currency—safety and 
elasticity—the national bank notes possessed the former 
but not the latter. No one ever lost money by accepting 
them, but they were ‘‘perversely inelastic.’’ 

B. When a bank needed more notes, it could not procure 
them without taking cash from its vaults to purchase more 
bonds or borrowing the bonds against which to issue more 
notes. At such time, however, they did not wish to take 
eash from their vaults. It was this which they were try- 
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ing to avoid. Nor could they borrow bonds as no one 
wanted to loan them at such at a time. 

C. The banks were unable to stand together in a crisis. Hach 
bank sought frantically to gain for itself as much cash as 
possible. 


XXV. The Federal Reserve System.—The basis of the Federal 
Reserve System rests in twelve central banks. These are 
located at Boston, New York, Philadelphia, Cleveland, Rich- 
mond, Atlanta, Chicago, St. Louis, Minneapolis, Kansas City, 
Dallas, and San Francisco. 
A. These are bankers’ banks. They do no business with 
individuals, but solely with member banks. All national 
banks are required, and state banks and trust companies 
are invited, to become members. 
B. Membership is consummated by paying cash into the 
treasury of the local Reserve Bank in proportion to the 
member’s capital and undivided surplus (6%). 
C. A Federal Reserve Bank is governed by a board of nine 
directors, divided into three classes of three members each. 
1. Class A directors are bankers appointed by member 
banks. 

2. Class B directors are also appointed by member banks, 
but cannot be bankers. 

3. Class C directors are appointed by the Federal Reserve 
Board to represent the public. 

Thus, the member banks have a majority control over the 

management of their Federal Reserve Bank, but they are still 

subject to extensive regulation by the Federal Reserve Board. 


’ XXVI. Functions of the Federal Reserve Banks 
A. To lend credit to member banks, chiefly in the form of 
Federal Reserve Notes. 
B. To serve as a depository of the gold money reserves of 
the nation. 
©. To act as a clearing agency of their members. 
D. To serve as custodians of government funds. 
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E. To deal in bills of exchange, in bullion, and in govern- 


ment obligations. 


XXVII. Re-discounting.— When a member bank has extended 
loans to the business community to such a point that it can 
lend no further, and yet business men need more eredit, it 
is still possible for it to give them the additional credit. 

A. The bank holds as security for the loans-it has made 


B. 


various promissory notes, drafts, bills of exchange, ete. 
These are discounted commercial paper. 

The bank can take these to its Federal Reserve Bank and 
re-discount them; i.e., sell them, receiving therefor Fed- 
eral Reserve Notes which enable it to make further loans 
to its clients. These Federal Reserve notes are safe and 
elastic. 


. When any of the commercial paper re-discounted by the 


Federal Reserve Bank has been paid by its makers, the 
amount of notes issued against. it must be retired at once 
from circulation or one hundred per cent reserve in gold 
or fresh commercial paper must be deposited to secure 
them. 


XXVIII. The Banking Reserves 
A. According to law, member banks must maintain a reserve 


against their demand deposits of 13% in central reserve 
cities (the largest cities), 10% in reserve cities (medium- 
sized cities), and 7% elsewhere (small towns). On time 
deposits, only 3% is required. The banks keep these re- 
serves as deposits with their Federal Reserve Bank. 


. The Federal Reserve Banks are thus liable to be called 


upon by member banks for their reserves in time of need. 
To meet such emergencies, the Federal Reserve Banks are 
required to keep a reserve in gold or lawful money of 
not less than 35% of deposits and 40% against their notes. 


. In ease of need, the surplus reserves of one Federal Re- 


serve Bank can be transferred temporarily to the district 
where the need has arisen. 


D. In extreme cases. the Federal Reserve Board may author- 
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ize a Federal Reserve Bank to make loans beyond the 
limits permitted by the reserve requirements. 


XXIX. Functions of the Federal Reserve Board 
A. It appoints three of the nine directors of each of the 
twelve Federal Reserve Banks. 
B. It regulates the conditions under which the Federal Re- 
serve Notes may be issued. 
. It fixes the rate of re-discount. 
. It has the power to suspend the reserve requirement. 
. It may order the transfer of reserves from one district 
to another. 
It can require the Reserve Bank in one diseriee to re- 
discount paper from a bank in another district. 
. It serves to stabilize the general price level through con- 
trol of the rediscount rate and by open market operations. 


XXX. Farm Credit.—Farmers need both long and short time 
loans which ordinary commercial .banks cannot furnish be- 
cause they must keep their assets liquid. 


XXXI. The Federal Farm Loan Act of 1916 (Long time credit) 
A. Farm Loan Board.—This consists of the Secretary of the 
Treasury and four members appointed by the President. 

B. Farm Land Banks.—The country is divided into twelve 
districts, each having its Farm Land Bank. 

C. Farm Loan Associations—These consist of ten or more 
owners of farms who wish to borrow money on the security 
of their land. 

D. Joint Stock Land Banks.—These are private mortgage 
companies, under government control, having at least ten 
incorporators and a minimum capital of $250,000. 


XXXII. Method of Securing a Loan 
A. The farmer gives his note to the Farm Loan Association, 
secured by a mortgage on his land. 
B. The Association endorses the note and sends it to the 
Farm Land Bank which advances the money to the Asso- 
ciation. 
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C. The Land Bank pledges these notes with the Farm Loan 


Board as security for an equal amount of 414% bonds 
sold to investors. 


D. The Land Bank charges the farmer 514% interest. The 


additional 1% is placed in a sinking fund which will pay 
off the bonds in forty-three years. 


XXXII, The Agricultural Credit Act of 1923 (Short time 
credit) —This Act created twelve Intermediate Farm Banks 
financed by the government. 


to 


B 
C. 
D. Agricultural organizations make loans for a period of 


These banks lend to other banks to enable them, in turn, 
to lend to the farmer. 


. The Farm Loan Board may sell notes based upon the 


bonds issued by the Intermediate Farm Banks. 
They lend on personal security. 


nine months, secured by cattle, crops, ete. 


XXXIV. Kinds of Banking Business 


A. 


B. 


Commercial Banks and Trust Companies.—These loan 
for a short time, thus supplying capital funds for current 
business needs. Deposits are withdrawn by checks. 
Savings Banks.—These banks cater to small investors. 
They gather small sums from many people and loan them, 
through the purchase of long time bonds for permanent 
improvements, or through bonds and mortgages on local 
real property. Deposits are withdrawn by passbooks. 

1. Many savings banks are mutual; i.e., they are owned 
by the depositors. 

2. Savings banks have the privilege, seldom exercised, of 
requiring depositors to give the bank a certain number 
of days’ notice before withdrawing deposits. 

3. Postal Savings Banks.——The Federal government, 
through the Postal Savings Bank, offers great security 
but a small rate of interest. 


. Investment Bankers.—These do not often carry on a 


strictly banking business of deposit and discount. Never- 
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theless, in floating large offerings of corporate securities, 
they play an important part in financial affairs. 


XXXV. Regulation of State Banks.—Each state of the Union 
is a law unto itself. In some states, there is as complete 
and intelligent public supervision over the various state 
banks as that exercised by the Federal government over the 
Federal Reserve System. New York and Massachusetts are 
notable examples of superior state regulation of banking. 


QUESTIONS 


21. What kind of money was in circulation in the United States 
from 1861 to 1878? State the economic law under which this money 
circulated. 

22. Give two economic advantages and two economic disadvantages 
of paper money. 

23. What is meant by the term credit as used in economics? 
Write a draft. Explain what is meant by (a) discounting it; (b) 
re-discounting it. 

24, Show by illustration that in the commercial world credit saves 
time and labor. 

25. Granted that the population and the business activities of a 
community remained the same for a given period, what effect on 
prices would follow from an increased use of bank credits? 

26. ‘‘There is a better feeling in banking circles as to the eredit 
situation although money will remain tight.’’ (a) Explain what is 
meant by (1) banking circles; (2) credit situation; (3) money will 
remain tight. (b) What influence does tight money tend to exert on 
prices? 

27. What is an “elastic currency”? Show the advantages of such 
a currency. 

28. What are some of the causes of bank failure? What meas- 
ures have been adopted to prevent such failures? 

29. Give the purposes of the Federal Reserve System and state 
its method of operation. | 

30. Outline the organization of the Federal Reserve System. 
Explain how it was designed to guard against the weaknesses of the 
national banking svstem. 
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XXXVI. The Nature of Trade 


A. In spite of our wonderful ‘‘mechanism of exchange’’— 
money, credit, banks, ete—fundamentally, trade is still 
barter. The workers in a shoe factory in reality exchange 
a day’s work for the day’s work of laborers in other 
occupations. 

B. Local, regional and international transactions, however, 

"are facilitated by credit instruments and by an intricate 
and delicately balanced credit system. 


XXXVII. International Trade 
A. International trade is based upon— 
1. Climatic differences (tropical and temperate regions). 
2. Relative superiority of product (American cotton, Brit- 
ish steel, etc.). 
B. In principle, foreign trade is not different from local or 
regional trade. 
1. In international trade, as in all other trade, credit 
instruments such as checks, bills of exchange, and ac- 
j ceptances, take the place of the use of money. 


Illustration.—A merchant in New York sells grain to a purchaser 
in London for 1,000 pounds. He draws a draft on his English debtor 
through the medium of an American and an English bank. 

An English elothier sells cloth to a New York tailor for 1,000 
pounds. He draws on his debtor through the medium of an English 
and an American bank. . 

_ These two claims for 1,000 pounds each are balanced against each 
other and no gold need be shipped. 


C. All international payments are made in gold or in terms 
of gold. When gold is shipped, it goes, not as so many 
dollars or pounds, but as so many grains of gold. The 
par of exchange does not fluctuate. The rate of exchange 
fluctuates continually; normally, between the gold points. 

D. The profitableness of the export or import of particular 
commodities is determined in accordance with the Law of 
Comparative Costs. 
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XXXVIII. Items of Foreign Trade.—The items of foreign 


trade are— 
A. Visible. 
B. Invisible. 


The invisible items have the same eftect as 


though they were, on the one hand, exported merchandise, 
and, on the other, imported merchandise. 


Exports 
Shipped abroad by 
us. 

Shipped abroad by 
us. 


Exports 

Made here by for- 
elgners. 

Due here from our 
investments 
abroad. 

Due here from loans 
made abroad by 
Americans. 

Made by foreigners 
to immigrants here. 


Due here for freight 
carriedin American 
ships. 

Spent by foreigners 
traveling here. 


Paid American 
companies by for- 
eigners. 
Paid American 
bankers by for- 
eigners. 


I. Visible 
1. Merchandise. 


2. Gold and silver. 


II. Invisible 


1. Investments. 


2. Interest and di- 


vidends. 


3. Maturing loans. 


4, Remittances. 


5. Freight charges. 


6. Travelers’ 


ex- 
penses. 

7. Insurance. 

8. Bankers’ com- 
missions. 


Imports 
Shipped here from 
abroad. 

Shipped here from 
abroad. 


Imports 
Made abroad by 
Americans. 
Due abroad on in- 
vestments made 
here by foreigners. 
Due abroad from 
loans made here by 
foreigners. 
Made by immi- 
grants here to 
friends abroad. 
Due abroad for 
freight carried in 
foreign ships. 
Spent by Ameri- 
cans traveling 
abroad. 
Paid foreign com- 
‘panies by Ameri- 
cans. 
Paid foreign bank- 
ers by Americans. ‘ 


All exports tend to decrease and all imports tend to increase the 


price of foreign bills of exchange in New York. 
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XXXIX. The True Balance of Trade 
A. An even balance or equilibrium between all credit and 
debit items, both visible and invisible, must always exist. 
_ 8B. Excess of merchandise exports over merchandise imports 
is called a ‘‘favorable’’ balance of trade; an excess of 
imports over exports, an ‘‘unfavorable’’ balance of trade. 
C. In any honest exchange, both parties gain, whether they 
be individuals, communities, or nations. 


Definitions 


Favorable balance of trade.—An excess of merchandise exports 
over merchandise imports, which, it was formerly believed, would 
cause gold to be shipped into the country. 

Gold points.—The normal upper and lower limits of fluctuations 
of the rate of exchange, fixed by the cost of shipping the gold. 


Exzample.—The par of exchange between New York and London 
is 4.86. It costs about 2 cents to ship a pound sterling from New 
_ York to London. 
4.86-++-.02—4.88, the export gold point. 
4.86—.02=4.84, the import gold point. 


_ Par of exchange.—The mathematical equivalence of the standard 
coin of one country expressed in terms of the standard coin of another 
country. It is found by dividing the number of grains of pure gold 
in the larger coin by the number of grains of pure gold in the smaller 


Example 
A pound sterling contains 113.0015 grains of pure gold. 
A dollar contains 23.22 grains of pure gold. 
Par: 113.0015~+23.22—4.8665 


Rate of exchange.—This refers to paper substitutes for coins. It 
is the price of these pieces of paper. It fluctuates according as the 
demand for, and the supply of, bills of exchange, ete., is abundant or 
otherwise. 

: | QUESTIONS 
t 31. ‘‘The Federal Reserve System has (a) concentrated the bank- 
ing reserves of the country; (b) brought about the elasticity of the 


Ye 
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currency; (c) provided a sure way of re-discounting commercial 
paper.’’ Briefly explain these three functions. 

32. Explain the following statement: ‘‘The European exchanges 
have all made new low records during the past year, the pound ster- 
ling fell from about $3.64 on Dec. 12 to about $3.40, from which it 
reacted to above $3.80.’’ = 

33. ‘‘International payments are made by credit instruments aa. 
long as they last. Gold flows only as a last resort.’’ Explain. 

34. What is meant by sterling exchange, and how have the rates 
been affected by the World War. 3 

35. Explain the low rate of sterling exchange in 1915. State how 
it was remedied. | 

36. Discuss four effects of the World War on international trade. 

37. What is meant by the statement that the United States has 
a favorable trade balance? To what extent is this a measure of the 
prosperity of a country? | 

38. Show how demand varies with changes in (a) marginal utility 5. 
(b) price; (c) general purchasing power. i 

39. State Gresham’s Law and give some reasons for its validity. 

40. Show that international trade is usually due to difference in’ 
the relative cost of producing the articles exchanged. : 


THE LAWS OF EXCHANGE 


I. The Law of Marginal Utility 
The value of any unit of a series of goods is measured by 
the utility of the least important unit of the series. (For an, 
illustration, see page 32.) 


II. The Law of One Price { 
There is a tendency for one price to prevail in a given market. 


Example.—The price of wheat tends to be the same in Chicago, 
Liverpool and Calcutta. 


III. Laws of Demand and Supply 
A. Demand varies inversely with price. 
As the price rises, the demand falls off. 
As the price falls, the demand rises. 
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B. Supply varies directly with price. 
As the price rises, the supply increases. 
As the price falls, the supply decreases. 


IV. The Laws of Money 
A. The Value of Money 
The value of money varies directly with the volume of 
business and inversely with the quantity and the rapidity 
of circulation of money.. 


Ezample.—if the volume of business is large, there will be a great 
demand for money, and its value will increase. If the quantity is large, 
or the rapidity of circulation great, the value of money will tend to 
fall. 


B. The Territorial Distribution of Money 
Money tends to go where prices are low. 


Ezample.—Money will tend to go and commodities will tend to 
leave a place where it is good to buy and bad to sell. 


ag The Elasticity of Money 
The quantity of money in circulation varies directly with 
the demand for money. An increased demand for any- 
thing, money included, tends to increase its quantity. 


D. Gresham’s Law 
Cheaper money drives dearer money out of circulation. 


_ Illustration—When two or more kinds of metallic money are in 
Circulation at the same time, the one worth more as money than as 
bullion tends to drive out the one worth more as bullion. For example, 
“free silver” would drive out gold. 

\ ied 
V. Say’s Law.—The total volume of trade depends upon the 
total volume of production. 


Ezample.—A country cannot buy abroad unless it has something 
to give in exchange. 


* 
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VI. The Law of Reciprocity | 
The exports of a nation pay for its imports and tts imports 
are paid for by its exports. In the long run, the two must 
be equal. (This is true if we include the ‘‘invisible items.’’) — 
International trade is, in reality, barter. , 


VII. The Law of Comparative Costs : 
A country may profitably import an article which it con 
produce more cheaply than another country if it can produce 
for export some other commodity at a still greater advantage. 


Example—We can produce flax more cheaply than either Ireland” 
or Germany; yet we import most of our flax because we can raise | 
wheat and cotton at a still greater advantage than flax. 


THE THEORIES OF EXCHANGE ; 
The Theory of Normal Value . 


I. Experience with the course of market price will acquaint 
one with its outstanding characteristic. I¢ constantly fluc- 
tuates. 


influences: 
A. The fluctuations over a short period of time are due to 
what is called ‘‘the technical conditions of the market’’— 
the competitive struggles of bulls and bears. 
B. The fluctuations over a long period of time, however, are 
controlled by hidden influences. 


II. These fluctuations are controlled by two different sets “I 


III. Normal value or normal price is the price around which the 
long time fluctuations occur, and to which the market price: 
tends to return in its fluctuations. It acts like a magnet, 
pulling down high prices and raising low prices. These 
““aps’’ and ‘‘downs’’ result from the operations of producers 
and consumers who are the ultimate buyers and sellers. 
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IV. ‘‘Supply’’ is made up of many producers, and ‘‘Demand’’ 
of many consumers. Which producers and which consumers 
actually determine the normal price? 

A. The producer’s cost of production must be covered, in 


B. 


C. 


the long run, but the cost for each producer is different. 
Which producer fixes the normal price—the high cost, the 
medium cost, or the average cost producer? None. 

It is the cost of production of the marginal producer— 
the one whose cost is the greatest and whose contribution 
is necessary to meet the demand—that fixes the normal 
price. As they all get the same price, the other producers 
enjoy a producer’s surplus or profit, while the marginal 
producer covers only his cost of production. 


V. Not all consumers are equally anxious to get the commodity. 
A. Some consumers are willing to pay a high price; others, 


- B. 


a fair price; and still others, only a low price. 
The price a consumer is willing to pay depends upon his 


_ estimate of the utility of the good compared with his esti- 


mate of the utility of the money he must pay. Some 
consumers are willing to pay more than they have to, and 
enjoy a large consumer’s surplus. 


. It is the marginal consumer’s estimate of utility which 
is influential. The marginal consumer is the indifferent 


consumer—the one who is sensitive to small price changes. 


VI. The normal price will be fixed at the point where the mar- 
ginal producer’s cost of production equals the marginal con- 
sumer’s estimate of utility. 


Exceptions to the Theory of Normal Price 


1. Custom.—Some prices are fixed by custom; e.g., a nickel 
for a trolley ride. 


2. Taxes.——The price may include not only the tax but 
also a profit on it. 


60 ECONOMICS 


8. Monopoly—Monopoly price is fixed at the point of 
highest net return. 

4, Immobility of Labor—For many reasons, laborers can- 
not move freely from place to place. This often adds 
to the cost of a commodity. 


5. Large Fixed Capital—Railroads, for example, require 
a long time to effect a ‘‘turn-over”’ of capital funds; — 
much of their gross income is needed to meet fixed 
expenses. Their rates are based on ‘‘what the traffic 
will bear.’’ 


6. By-Products—The cost of the main product and the 
by-products will be covered by the combined price of 
them all. This is a case of ‘‘joint costs.’’ 


7. Speculative Business. — Depending upon speculative 
conditions the price may be higher or lower than the 
normal price. 


The Quantity Theory of the Purchasing Power of Money 


An increase or decrease of the quantity of money, the volume 
of trade being constant, must be accompanied by a propor- 
tionate general decrease or increase in prices. 


Definitions 


Consumers’ surplus.—Excess of satisfaction over cost. 

Market price.—The price ruling in a given market at any one 
moment. 

Normal price.—The price to which market price tends to return i in 
its fluctuations. 

Producers’ surplus.—Ixcess of price over cost; profit. 


QUESTIONS | 


41, Explain fully whether there is any relation between the pricey 
of a sewing machine and the expense of producing it. 

42. If there is a rise of 50 per cent in the cost of productio 
of shoes, show the possible effect on (a) normal value; (b) market 
value; (c) demand; (d) supply. 
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43. Explain why the relation between supply and demand does 
not always determine the price of a commodity. Mention other con- 
tributing factors in determining price. Give an illustration. 

44, Through a change in the price of raw material or in wages, 
the cost of manufacturing a pair of shoes increases 20 per cent. 
Show that the cost to the consumer tends to increase more than 20 
per cent. 

45. In the case mentioned in question 44, show causes that would 
operate to check an increase of retail prices under (a) normal con- 
ditions of competitive trade; (b) if the shoe industry were controlled 
by a monopoly or trust. 

46, ‘‘The primary cause of the world-wide advance of prices since 
1897 is the increase of the gold supply.’’ Explain this statement. 
Mention two other causes that have helped to bring about higher 
prices since 1897. 


CHAPTER V 
DISTRIBUTION 


I. Definition.— Distribution is the process whereby each of the 
factors of production is rewarded, out of the value of the 
product, for its contribution in production. 


II. The Nature of Distribution 
A. What is distributed? Surely not the commodities result- 
ing from the co-operation of the five factors of production. 
1. Workers in. shoe factories ao not receive shoes in 
payment for their services. 
2. Neither is the land-owner, the capitalist, nor the gov- 
ernment paid in shoes. 
B. It is the market value of the product that is distributed 
and not the product. 


III. Clash of Interests.—The problems of Consumption, Produc- 
tion, and Exchange have been fairly well worked out, but 
it is in Distribution that controversy rules. The ‘‘masses’’ 
think the ‘‘classes’’ get too much. The ‘‘classes’’ think the 
‘“masses’’ are unreasonable. 


IV. The Relation of Production to Distribution 

A. If there were no production, there could be no distribu- 
tion. The larger the production, the more there is to be 
distributed among the various factors of production. 

5. At the center of production is the entrepreneur who 
assembles the other factors—land, labor, and capital—and 
makes arrangements with the government which repre- 
sents the community. 

C. Likewise, the entrepreneur is at the center of distribution. 
1. He pays rent to the owner of natural resources, wages 
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to the laborers, interest to the owner of capital goods, 
and taxes to the government. To them, these payments 
are Income; to the enterpreneur they are his costs of 
production. 

2. If there is anything left over and above the entre- 
preneur’s costs of production, it belongs to him and 
constitutes his profits. He is the residual claimant 
on the value of the product. 


V. Residual Claimant.—The entrepreneur is the residual 
claimant because what is left after meeting the costs of 
production belongs to him. 


VI. Kinds of Profits—There are two kinds of profits— 
A. Competitive profits. 
B. Monopoly profits. 


VII. Gross Profits—Gross profits include all gains made by 
entrepreneurs in the conduct of their business. They may 
~ include— 
A. Income from capital owned by the entrepreneur and in- 
vested in his business. 
B. Wages of management, or payment for the labor of super- 
vision. 
C. Pure profits, or any surplus earned by the entrepreneur 
above the interest on his own capital and wages of man- 
agement. 


VIII. Pure Profits 
A. Pure profits are earned. 
1. The entrepreneur assumes the risk of the enterprise. 
He produces goods in anticipation of demand. 
2. The risks assumed are the possibilities— 
(a) That production may be interfered with by ac- 
cident. 
(b) That market fluctuations may increase cost or de- 
crease price. 
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B. Pure profits tend to disappear. 

1. Competition tends to eliminate pure profits. 

2. As competition is not perfect, some individual entre- 
preneurs enjoy pure profits and others do not. 

C. Pure profits are not a part of price. 

1. The price is controlled by the cost of production of 
the marginal producer and just covers that cost. He 
enjoys no pure profit. 

2. His more successful or more fortunate competitors, 
getting the same price that he does, enjoy pure profits; 
but as they do not fix the price, their profits do not 
enter into price. 

D. Pure profits are a differential gain. 

1. Successful entrepreneurs receive profits because of 
their ability as managers or organizers. 

2. Their profits are due to this difference between them 
and no-profit entrepreneurs. 


: Entrepreneur’s 
Differential 


Gens Interest, Rent Replacement Monopoly Gains 
Pure Profits Rae Brot tee ae aarple Fund = be A 
agement 
IX. Monopoly Profits.—These are fixed at the point of highest 
net return. 
QUESTIONS 


1. Define the three chief shares into which the net money income 
derived from a country’s industries is divided. 

2. ‘‘Distribution has long since become the most important of 
economic problems.’’ Give arguments for or against this statement. 

3. Show with concrete illustrations, which economic problem is 
being more satisfactorily solved, production or distribution. 

4, Show that profits tend to a minimum. 

5. (a) What is rent? (b) When, in a new country, does rent 
arise? (ce) What is the difference between economic and commercial 
rent? 

6. Demonstrate the correctness of the following statement : ‘‘ Rent 
arises from differences in the fertility of soils.’’ 

7. What are the chief factors that affect the rent of land in a 
city? State the meaning of unearned increment. 


8. Show that land values depend to a degree on (a) climate, (b}. 
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government; (c) transportation facilities; (d) density of population; 
(e) character of population. 

9. Explain the meaning of the statement: ‘‘Rent does not enter 
into the determination of normal prices.’’ 

10. State two important factors that, under normal conditions, 
determine the wage rate for unskilled manual labor. 


_ X. Kinds of Rent 
A. Economic rent.—The return to the owner of a natural 
agent for its use in production. 
B. Commercial rent—This includes payment for the use of 
improvements in addition to payment for the use of a 
natural agent. 


Heonomic rent = Commercial rent — interest 


XI. Economic Rent is a Differential Gain 
A. Agricultural land.—Economic rent of agricultural land 
is due to differences of fertility and accessibility to 
’ markets. 
B. Urban land.—Economic rent in cities is due to superiority 
in location of sites. 
C. Illustration of economic rent in the country. 


Four farmers own fields of ten acres each. They each spend $100 
in labor and capital in cultivation. 

The first gets 100 bushels of wheat, the second 120 bushels, the 
third 160 bushels, and the fourth 180 bushels. They sell their wheat 
at $1.00 per bushel. 


The first spends $100 and receives $100—no rent. 

The second spends $100 and receives $120—$20 in rent. 
The third spends $100 and receives $160—$60 in rent. 
_ The fourth spends $100 and receives $180—$80 in rent. 


_ XII. Economic Rent is Unearned.—As economic rent is due 
either to superior fertility of the soil or to superior location, 
the recipient of economic rent does nothing to create it; hence 
it is unearned. 
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XIII. Economic Rent is Not a Part of Price—The price is 
fixed to cover the cost of production of the marginal producer. 


The marginal producer owns no-rent land, and he receives 
no rent. 


XIV. What are Wages? Wages are the price paid for labor 
of any kind. They include— 
A. Wages paid by the hour, day, or week. 
B. Salaries of clerks and executives. 
C. Commissions of salesmen. 
D. Fees of lawyers and physicians, 
E. Bonuses, ete. 


XV. Kinds of Wages 
A. Time wages.—The basis of payment is length of time, as 
$3 per day; $150 per month; $5000 per year. 
B. Piece-work wages.—The basis of payment is the number 
of units of product completed. 


Example.—A paper-hanger is paid a certain rate per roll of paper. 


C. Commissions ——These are a form of piece-wages—a certain 
per cent of the value of the business the worker handles 
for his employer. 


Example.—An automobile salesman receives a certain per cent on 
the purchase price of each car he sells. 


D. Fees.—These are similar to piece-work wages, but are 
usually paid for a personal service. The lawyer and the 
physician receive fees. 

E. Wages in kind.—Payment not in money but in a share 
of the goods. Examples.—Farm hands paid by a portion 
of the crops, and domestic servants who receive board and 
lodging in addition to money wages. 

F. Extra wages.—Bonuses, shares in profits, insurance pur- 
chased for the employee by the employer, gifts of shares — 
of stock in the business, ete. 
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G. Nominal and real wages. 


1. Nominal wages are money wages, as $150 per month, 
ete. 

2. Real wages are what the money will buy at current 
prices. 


Definitions 


Minimum wage.—A legal rate below which an employer may not 
hire a laborer. . 
Standard wage.—A uniform wage to all who do the same kind of 


- -work. 


XVI. Determination of Wages 


AY 


B. 


Wages are a price paid for personal services. As such, 
they are subject to the influences which determine all 
prices. 


_Most wages are a competitive price. The demand for the 


services is determined by their productivity ; the supply, 
by the number and efficiency of tne workers. Hence the 
Law of Supply and Demand determines wages. 


XVII. Non-Competing Groups 


i. 


B. 


All workers do not compete with each other. They com- 
pete only with those in their own group. 

In the United States it is possible for competent and 
ambitious workers to raise themselves into the higher and 
smaller group above them. 


XVIII. Composition of Non-Competing Groups 


A. 


ffl so Jae: ap WR oo 


Unskilled manual workers—‘‘the hewers of wood and the 
drawers of water.’ 


. Semi-skilled manual workers and low-grade clerical 


workers. 


. Skilled workers, high-class mechanics, common clerical 
_ workers, ete. 

. Professional workers—administrators, physicians, ete. 

. Very talented workers—geniuses, ‘‘captains of industry,’’ 


ete. 


68 


XIX. 


ECONOMICS 


Causes of Non-Competing Groups.—The stratification | 


into non-competing groups is attributable to— 


ag 
iB: 


Differences in inborn capacity. 
Differences in surrounding influences— 
1. Educational advantages. 

2. Home influences. 


XX. Approximate Stability of the Groups.—It is believed that, 
in general, the large families of unskilled workers render it 
impossible for them to rise to the higher groups. The smaller 
families of the higher groups enable them to maintain their 
positions. They marry later in life, have fewer children, and 
become accustomed to a higher standard of living. 


XXI. 


fe 


Comparative Attractiveness of Occupations 

Some kinds of work are more pleasurable than others. 
For example, the college professor has congenial work, 
short hours, and long vacations; hence his pay is not as 
large as it would otherwise be. 


. Exceptional risk may command higher pay. The man 


who paints church steeples and tall towers receives more 
pay than the man who is employed in ordinary house 
painting. 


. The long period of training or apprenticeship renders 


some occupations unattractive. In some professions a 
young man cannot begin to ‘‘practice’’ before he is thirty 
years of age. : 


. The high esteem in which some occupations are held more 


than counterbalances the small pay attached to them. 
High political office seldom pays well, but there seems to 
be no lack of candidates. 


. The opportunity for advancement lures many into the 


practice of law. It is overcrowded for the reason that 
it is often a stepping stone to conspicuous success in other 
lines. 


. Regularity in employment is usually accompanied by — 


lower wages. For example, bricklayers receive higher — 
wages than carpenters. 


>. 
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| XXIL Relative Immobility of Labor.—Workers do not readily 
move from place to place, nor from occupation to occupa- 
tion. This is due to— 
A. Ignorance of opportunities of bettering their condition. 
B. The expense involved in change of residence. 
C. The length of time involved in learning a new trade or 
profession. 


_ XXIII. Collective Bargaining 
A. When a single worker stands in the presence of his 
- employer to discuss rate of wages, hours, or conditions 
of work, he is not on an equal basis with the employer. 
The employer has him in his power. 
B. To restore the balance, and to place the two parties on 
an equal footing, labor organizations came into existence. 


XXIV. Labor Conferences.—Labor conferences in the early 
part of the nineteenth century declared for— 
A. An eight-hour day. 
B. Restriction of immigration. 
C. Reduction of the tariff. 
D. A relatively small standing army. 
E. The granting of public land only to actual settlers. 


XXV. Labor Organizations——The early unions were organized 
by trades. The carpenters, the plumbers, and the brick- 
layers each had their own organizations. 

A. The Knights of Labor was organized in 1869. They 
abolished trade distinctions, and were willing to admit 
any one except bankers, lawyers, professional gamblers, 
and employees engaged in the manufacture and sale of 

intoxicating liquors. Their method was to take part in 

ry polities. 

B. The American Federation of Labor was founded in 1881. 
An individual worker cannot join this organization, as 
it is a federation of trade and labor unions. As a rule, 
‘it frowns upon political action and favors strikes and hoy- 
- cotts. 
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The Industrial Workers of the World favor the union of 
all the workers in any given industry. One of their 
weapons is sabotage. They strike without quitting work, 
and induge in such practices as destroying machinery and 
spoiling the product. 


XXVI. Proportion of Workers Organized.—In 1920, about one- 


fifth of the number of workers in the United States were 
members of labor organizations. The number had doubled 
in ten years. 


XXVII. Methods Used by Organized Labor 


A. 


B. 


The strike—The simultaneous ‘‘quitting’’ of work en 
masse by the laborers employed in an establishment. 
The boycott.—This is an organized effort to injure an 
employer by cutting off his sales. 


C. Picketing.—Peaceful picketing is lawful. 
D. 


The sympathetic strike —This is an effort to involve other 
firms in the struggle. 


. The Closed Shop. 


1. The closed shop with the closed union—The employer 
ean hire only members of the union. 

2. The closed shop with the open union.—The employer 
may hire whomsoever he wants, but the employees must 
join the union. 

8. There is bitter controversy both as to the justification 
and the effects of the closed shop. 

(a) The non-union man’s sacred ‘‘right to work’’ 
comes into conflict with the union man’s sacred — 
“right to quit work.’’ 

(b) The public holds that the closed shop is entitled 
to public support only if the union welcomes 
‘“seabs’’ to join, if no violence is used, and if the 
rate of wages and other demands are reasonable. 


XXVIII. Limitation of the Output 


Be 


Organized labor favors— 
1. Decreased hours of work. 
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2. Penalizing over-time work. 
3. Limiting the amount of work to be done, if piece 
work. 

B. Their justification is their claim that the quantity of work 
to be done is fixed; hence, the less each employee does, 
the longer will the work last, and the greater will be the 
number that can be employed. 

C. The short time effect of this policy may be to raise wages, 
but it is based on an economic fallacy. The long time 
effect will be to reduce wages. 

D. There is no fixed amount of product demanded. 

1. Over any extended period, the amount demanded will 
vary with the cost of production. 

2. With decreased production come lower wages and 
greater unemployment. 


XXIX. Organizations of Employers 
A. As a foil to labor organizations, employers have united 
» to further their mutual interests. Like the labor organ- 
izations, some are organized by trades, others by indus- 
tries, and still others are mixed associations. 
B. Analogous to the strike used by the laborers, employers 
use the lockout. The black list of employers is similar 
to the unfair list of labor unions. 


Definitions 


Black list.—A. list of names of undesirable workers sent by em- 
ployers to their associates so that these employers will not hire them. 

Lockout.—Shutting down work by an employer. 

Sabotage.—The secret destruction of machinery or of the product 
im order to injure the employer. 

Unfair list—A list) of undesirable firms, distributed by unions 
among their members. 


XXX. Agencies of Industrial Peace.——There are four types of 
agencies— 
A. Mediation or Conciliation.—The earliest attempt to bring 
about industrial peace. 
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1. Some public or private agency succeeds in getting the 
contending parties together for peaceful settlement of 
their differences through discussion and agreement. 

. The acceptance of the findings is optional. 

3. Willingness to come to an agreement is essential to 

the success of mediation. 


bo 


. Voluntary Arbitration. 


1. Both parties agree to submit the dispute to some ~ 
eourt or board for settlement. Such board cannot take © 
the initiative and intervene. 

2. The parties agree to submit to the decision and to — 
refrain in the meantime from strikes and lockouts. 

3. It is entirely dependent upon the willingness of the — 
parties to agree to arbitrate and upon the force of © 
public opinion to enforce the decision. 


. Compulsory I nvestigation.—A public board has the power, 


on its own initiative, to investigate the facts. It is a — 

type of conciliation that involves— 

1. Prohibition of strikes and lockouts before and dur- 
ing the investigation. 

2. Wide-spread publication of the findings of the board. 

3. Full permission to strike or lockout after publication 
of the findings. 


. Compulsory Arbitration—This system has been in use 


in Australia and New Zealand since 1896. 

1. Either the employees or the employers can appeal to 
public boards for arbitration. | 

2. The decision is binding on these two parties oe all 
others in that line of industry. 

3. It has resulted in the establishment of the minimum 
wage. 

4. It has not abolished strikes, but se lessened their 
frequency. 


Note.—The Kansas Industrial Court was declared unconstitutional 


by the United States Supreme Court in 1923. 
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‘XXXII. Profit Sharing—This is an effort on the part of em- 
ployers to remove the causes of industrial disputes by giving 
employees a share of the profits. 

A. It may take the form of a bonus at the end of the year, 
or shares of stock, or be placed in a savings or insurance 
fund. 

B. Profit sharing is supposed to enlist the employees’ interest 
in the enterprise, to make them economical, and to in- 
erease their zeal and efficiency; i.e., the employees create 
the fund from which their bonus is paid. 


XXXII. Disadvantages of Profit Sharing 
! A. Labor leaders oppose it on the ground that it stimulates 
men to work beyond their strength, and eventually results 
in reduced wages. 
B. It is illogical, it is claimed, for the workers to create the 
fund from which their wages are paid. If they do create 

: the fund, why not pay them on a piece-work basis? Then 

4 the workers will feel that they get what they earn in wages 
and not as a gift. 

C. There are not always profits to be divided. When busi- 
ness is poor, it sometimes happens that both the employer 
and the employee must forego their profits. In such a 

case, the employees may become suspicious of the manage- 

ment and lose their zeal. 

: D. If the entrepreneur really earns his profits, why should 

| he divide them with labor any more than with any other 

| ' factor of production? “Why not ask the capitalist, the 
land-owner, or the government also to make the laborers’ 
share larger? 


XXXII Workmen’s Compensation Laws.—The federal gov- 

- ernment and more than half of the states have passed Work- 

| men’s Compensation Laws. These laws are based on the 

‘ principle that the burden of industrial accidents should he 

borne by the industry itself; ie., by the employer (which 

ultimately means the consumer), and not by the laborer or 
his family. 
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XXXIV. Interest 

A. Interest is the price paid for the services of capital goods. 
It is an earned income. 

1. Loan interest—paid for the advance of money. 

2. Imputed interest—that portion of the value of the 
product attributed to the service of capital goods as 
distinguished from the services of 'and or labor. 

B. Gross Interest and Pure Interest.—Gross interest is the 
amount actually paid on loans. Pure interest is paid for 
the use of other people’s consumption or production 
goods ; for postponing present consumption to the future. 


Pure interest = Gross interest—(Wages of manage- 
ment + payment for risk-bearing). 


XXXV. Summary of Distribution 


Shares Earned Differential Part of Price Residual 
A. Profits x x x 
B. Rent x 
C. Wages x 
D. Interest x x 
E. Taxes x 

QUESTIONS 


11, Why do unskilled manual laborers in the southern states re- 
ceive much smaller wages than the same class of laborers in the 
northern states? 

12. Show by illustration that competition in any industry tends 
to limit wages. 

13. Discuss the following: ‘‘Prices are not necessarily high be- 
cause wages are high.’’ . 

14, According to Adam Smith the following causes determine the 


differences in wages in different employments: (a) agreeableness or ~ 


disagreeableness; (b) ease or difficulty of learning the employment ;. 


(ec) regularity or irregularity of employment; (d). need of trust- ” 


worthiness in the workmen; (e) probability of success. Compare, in 


respect to the points mentioned in (a), (b), (¢), (d), and (e), twa 


eceupations with which you are familiar. 
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15. Give reasons why (a) a physician receives more money for his 
services than a common laborer; (b) a woman receives less than a 


man for the same work. 


16. Give three economic causes of high wages in the United States 


to-day. 


17. State three particulars in which the workman’s condition in 


_ this country is better than it was 20 years ago. Mention some forces 
_ that have operated most strongly to bring about such improvement. 


18. Define labor union. Justify the existence of such an organiza- 


tion and point out two abuses into which it sometimes falls. 


19. Discuss the good and the bad phases of the labor union. 
20. State three purposes for which labor unions are organized. 


_ Show wherein labor unions may be (a) helpful to employers; (b) 
_ harmful to laborers. 


21. Give three reasons why the State should regulate factory 
labor. 
22. Are you in favor of the ‘‘open shop’’ or the ‘‘closed shop’’ 


as a policy in capitalistic production? Give reasons for your answer. 


23. (a) What is interest? (b) What are the reasons for differences 


— in the rates of interest. 


24. Many fear that financial unrest will follow the war, partly 


because of eapital destroyed during the war and partly because of 
_ the unstable distribution of capital which will then prevail. Explain 
_ this statement, giving illustrations. 


: 


THE LAWS OF DISTRIBUTION 


: tT: The Law of Distribution 


Each factor tends to get a share of the joint product exactly 
equivalent to what it produces. 


: II. The Law of Profits 


Profits must be sufficient to keep the marginal entrepreneur 
from entering the best alternative employment. 


7 THE THEORIES OF DISTRIBUTION 
_I. The Productivity Theory - 


U 


Each factor of production under a system of free competition 
_ tends to receive a share of the value of the product equal to 
the marginal productivity of that factor. 7 
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II. Theories of Wages 
A. The Wage Fund Theory.—A certain sum is set aside for 
the payment of wages. The rate of wages is determined 
by dividing the amount by the number of laborers. 


B. The ‘‘Iron Law’’ of Wages.—The rate of wages is deter- 
minded by the amount necessary to furnish the bare neces- 
sities of life. (This law is practically the same as the 
Subsistence Theory of Wages.) 


C. The Standard of Living Theory of Wages—The wages 
are just sufficient to enable the laborers to maintain their 
present standard of living. 


D. The Residual Theory of Wages.—After the other factors 
of production have taken their shares of the value of 
the product, labor receives what is left. 


E. The Bargain Theory of Wages.—The rate of wages is 
determined by bargaining between employer and em- 
ployee. Whoever has the ‘‘whip-handle’’ will get the 
better of the bargain. 


F. The Productivity Theory of Wages—The amount of — 
wages is determined by the marginal productivity of 
labor. 


III. Theories of Interest 

A. The Marginal Productivity Theory—The amount of in- 
terest is determined by the marginal productivity of 
capital. 

B. The Abstinence Theory.—Accumulation of capital re- 
quires sacrifice of present satisfaction to future satisfac- 
tion. The amount of interest is determined by the sacrifice 
of the marginal lender. 

C. The Austrian Theory.—The rate of interest is the dif- 
ference between the present and the future marginal 
utility of similar goods. 

D. The Socialist Theory.—Interest is robbery from laborers © 
of what belongs to them. 


ee, ee 


DISTRIBUTION 77 


Definitions 

Boycotts 

A primary boycott is a combination of persons to stop business 
dealings with any one. 

A secondary boycott is a combination of persons to induce third 
parties to abandon business dealings with a certain firm or firms. 

A tertiary boycott is declared against those who continue to pur- 
chase at stores selling “unfair” goods. 

A compound boycott is a combination to coerce or intimidate by 
injury or force. 

Check-off.—The demand on some coal miners for the deduction of 
union dues from the pay envelope, the amount later to be given to the 
treasurer of the union. 

Closed shop.—A shop in which only union men may work. 

Opén shop.—A shop open to both union and non-union men. 

Picket.—A striker who attempts to dissuade a strike-breaker from 


- working. 


Scab.—A Bee breaker. 
White list.—A list of firms recommended by labor because they 


_ somply with the demands of labor. 


QUESTIONS 

25. In 1900 bonds yielding 4% were sold-at par. To-day bonds 
yielding 6% are selling below par. Account for the change. 

26. Discuss the effect of a great war on the rate of interest. 

27. In good years many sound industrial enterprises earn divi- 
dends of 15% to 20% on the capital invested. Considering that sav- 
ings banks and the better class of railway bonds pay about 4%, give 
three reasons why capital is not more readily obtained for industrial 


_ purposes. 


28. Mention the four shares into which the economic product is 
distributed and justify each share. 
29. (a) ‘‘Most differences in rates of wages may be explained 


q superficially in the pame way that differences in rent were explained.’’ 


Explain. 
30. Show the tae in the present inequalities in the remunera- 


tion of labor. 


81. State in some detail the relation of wages to the standard of 
living. y 
32. Discuss the ‘‘standard wage’’ in its relation to the individual 


- interest of an extra-skillful workman. 


CHAPTER VI 
PUBLIC FINANCE 


I. The Nature of Public Finance—The study of government 
revenues is a part of Distribution because government is one 
of the important factors of production. 

A. The government’s share of the value of the product is 
different from profits, rent, wages, and interest, each of 
which is a price, more or less of a contractual nature. 

B. The government’s share is not determined by a contract. 
An estimate is first made of intended expenditures, and 
the revenue is then provided. 


II. National Finance 
A. Estimated Expenses of our National Government 1923- 


1924. 

Publie Debt Expenses In millions of dollars 
Reduction of Prineipale. ya.. ee eee 345.1 
For Payment of Interest............. 950.0 

Expenses for the War and Navy Depart- 
ments and the Panama Canal........ 623.4 

Expenses of the Treasury, Interior and — 
Labor Departments, etc. ............. 606.1 

Independent Office Expenses (Civil Service, 

Narith Commissions ete) scion eee 514.5 

Expenses to ‘‘run’’ the District of Co- . 
lumbids hi 28 ee esas Gea cetera eee ee 25.0 

Expenses of the Legislature (salaries and 
expenses of Congressmen) ........... 14.4 


Expenses of the Executive Office........ 0.4 
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B. Estimated Revenue for 19238-1924. 
Internal Revenue Receipts.............. 2,425.0 
PCincvome SRECeIPtS 6c... ce ee eee 425.0 
Miscellaneous Receipts (fees and fines, 
Panama Canal tolls, tax on Federal Re- 
Selma OKS: CLC.) cowie cae odes ee ales 511.8 


II. State and Local Finance 
A. Expenses.—The states spend money for practically the 

same general purposes as the nation. 

1. The states maintain a state guard, build roads, 

_ bridges, and canals; support courts and executive and 
legislative departments. 

2. The loeal governments have police and fire depart- 
ments, schools, hospitals, ete. 


B. Revenues. 

1. General property tax. 

2. Special taxes. 
(a) Corporation tax. 

_(b) Personal income tax. 

(c) Inheritance tax. 
(d) Stock transfer tax. 
(e) Motor vehicle tax. 
(f) Miscellaneous taxes. 


IV. General Principles of Taxation 
| A. A proportional tax is at a fixed rate, as 5% on the value 
or the income. 


. B. A progressive tax increases as the amount of property 
increases, as 10% on incomes of $10,000 or less, and 
. _ higher rates on larger incomes. 


CC. A regressive tax increases as the amount of property de- 
by ereases, as a $20 license tax on retail stores. 
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D. Adam Smith’s. Canons of Taxation 


1. The subjects of. every state ought to contribute 
toward the support of the government as nearly as 
possible in proportion to their respective abilities; that 
is, in proportion to the revenue which they respectively 
enjoy under the protection of the state. 

2. The tax which each individual is bound to pay ought 


to be certain and not arbitrary. The time of payment, 


the manner of payment, the quantity to be paid, ought 
to be clear and plain to the contributor and to every 
other person. 

3. Every tax ought to be levied at the time or in the 
manner in which it is most likely to be convenient 
for the contributor to pay it. 

4. Every tax ought to be contrived as both to take out 
and to keep out of the pockets of the people as little 
as possible over and above what it brings into the 
public treasury of the state. 


V. The Shifting and Incidence of Taxation 
A. Bearing the burden of taxation is never popular; the 


B. 


C. 


person who actually pays the tax endeavors to shift the 
burden to the shoulders of others. 

Import duties, for example, are paid by the importer, 
but, as the amount of the duty is added to the price of 
the imported article, the ultimate burden of the tax rests 
upon the consumer. This is called ‘‘shifting’’ the tax. 


The burden of the tax, or its ‘‘incidence’’ rests upon the — 


consumer. 

Direct taxes upon real property may or may not be 
shifted, according to circumstances. If the owner of a 
residence lives in it, the tax is not shifted; if he leases 


it to a tenant, he can shift the tax by concealing it ina 


higher rent, providing the demand for apartments is 


greater than the supply. Otherwise, he cannot shift the — 
burden, and the incidence falls on the owner and not on 
y 


the tenant. 


D. The burden of an income ee cannot be shifted. 
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THEORIES OF PUBLIC FINANCE 
Theories of Taxation 


I. The Benefit Theory of Taxation.—A person should pay taxes 


to the government in accordance with the amount of benefit 
he receives from the government. 


IL. The Ability Theory of Taxation.—Each person should pay 


ee 


—— ee Se 


according to his ability to pay, with little or no regard to 
the direct benefit he receives from the government. 

III. The Cost Theory of Taxation—The government should 
take from each in accordance with the expense or cost 
which it incurs in his behalf. 


QUESTIONS 


1. Show whether the renter of real estate is or is not, under 
ordinary circumstances, a taxpayer. 
2. High taxes sometimes cause high rents. Why? What other 


elements may tend to prevent the rise of rents when taxes rise? 


3. Name five different kinds of taxes. Explain one of them. 

4, Name and explain four kinds of taxes collected by the federal 
government. 

5. Show how a poor man whose tax bill is nothing really pays 
taxes, both national and local, in substance if not in form. 

6. State in the form of a connected argument reasons for or 
against each of the following forms of taxation: the single tax, the 
income tax, the inheritance tax. 

7. Name five sources of the revenue of New York State and men- 
tion five important purposes for which this revenue is expended. 

8. State the arguments for a federal tax on net industrial profits 


in excess of 8%. 


9. Give two arguments for and two against the general property 


tax. 


10. The sales tax takes money from the classes least able to pay. 
Name and explain two theories of taxation and show the application 
of each to the sales tax. 

11. The sales tax bears hard upon families whose wage-earners 
are idle as they cannot dodge the tax on necessary articles, especially 
clothing. Explain the connection between Engel’s Law and the sales 


E -tax. 


CHAPTER VII 
MODERN ECONOMIC PROBLEMS 


MONOPOLIES 


I. Kinds of Monopolies 
A. Legal (conferred by law). 

1. Patents. 

2. Copyrights. 

3. Trade-marks. 

4. Government operation (e.g., the post office). 

B. Natural—Natural monopoly is due to— 

1. Niggardliness of nature (e.g., the diamond mines in 
South Africa, and the anthracite coal mines in Penn- © 
sylvania). | 

2. Nature of the business. 

(a) Our so-called ‘‘public utilities (telephone, trolley — 
lines, ete.) render service in connection with a very 
expensive plant. 

(b) Usually, there is not room for more than one such 
plant. It would be impossible to operate half © 
a dozen trolley lines on a single street. Rival 
telephone companies have proved inconvenient — 
and expensive. These are sometimes called 
“‘monopolies of organization.’’ 

C. Capitalistic—due to the size of the concern. 


COMBINATIONS 


I. Kinds of Combinations 
A. Forms 
1. Gentlemen’s agreements or pools—Informal. These 
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might share profits, business, territory, ete. Some mem- 
bers did not live up to their word. 

2. Trusts. 

3. Holding companies. 

4. Giant corporations or mergers. 

B. Evils 
1. Cut-throat competition. 

2. Discriminating freight rates and rebates. 
3. Discrimination in prices. 
4, Monopoly. 

C. Numbers.—There were more than three hundred in this 
country in 1904. The largest of these was the United 
States Steel Corporation. This corporation has, however, 
received a clean bill of health from the courts. It controls 
only 40% of the steel output of the country—not enough 
to make it a monopoly. 


Other examples of famous trusts are the Standard Oil Com- 
pany, the American Tobacco Company, and the American Sugar 
Refining Company. 


II. Legislation against Trusts 
A. The Sherman Anti-Trust Law (1890)— 
1. Declared combinations in restraint of trade illegal. 
2. Caused the dissolution of the Standard Oil Company 
and the American Tobacco Company (1911). 
B. The Clayton Anti-Trust Act (1914)— 
1. Declared price discriminations in interstate trade 
illegal. 


2. Prohibited interlocking directorates. 
3. Declared that ‘‘the labor of a human being is not a 
commodity.’’ 
‘ 4. Exempted labor unions and farmers’ co-operative 


organizations from the operation of the act. 

AG The Federal Trade Commission was organized in 1914 to 
investigate and prevent unfair methods of competition 
in commerce. 
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Definitions 


Cut-throat competition—A large producer temporarily reduces 
local prices until a small competitor has been crushed. 

Giant corporation.—A new corporation which absorbs the com- 
bining members. 

Holding company.—A corporation which owns the controlling 
interest in the corporations which have combined. 

Inter-locking directorate—A device whereby a group of men, 
closely associated in business, were elected on many different boards 
of directors. This enabled them to favor each other’s companies. 
It was a clever method of creating a combination in restraint of trade 
without appearing to do so. 

Monopoly.—Such control over supply that it gives the power to 
fix the price. 

Pools.—Secret, informal combinations to divide the business, the 
profits, or the territory. 

Trusts.—Popularly, large concerns tending to none Legally, 
combinations in which one corporation acts as trustee for the com- 
bining members, holding all of the stocks. This enables it to select 
all of the boards of directors of the combining corporations. 


IMMIGRATION 
I. Until the outbreak of the World War, our policy had been 
to welcome to our shores the oppressed, the persecuted, and 
the ambitious Europeans. 
A. These had come chiefly from Great Britain, Ireland, Ger- 
many, and the Scandinavian countries. 
B. The so-called newer immigration has come from Italy, 
Greece, Austro-Hungary and Russia. 


II. In July, 1929, a law came in effect which changed the basis 
for admission of immigrants to that of their origin. It 
provides that ‘‘the annual quota of any nationality shall be 
a number which bears the same ratio to 150,000 as the num- 
ber of inhabitants in continental United States in 1920 hay- 
ing that national origin bears to the number of inhabitants 
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in continental United States in 1920, but the minimum quota 
of any nationality shall be one hundred.”’ 


III. Advantages and Disadvantages of Immigration 


Advantages 


A. The immigrant has made 


quicker the industrial de- 
velopment of the United 


Disadvantages 


A. The immigrant has brought 


with him a lower standard 
of living. 


States by cultivating the 
soil, building railroads, 
canals, ete. 

B. He has furnished an B. 
enormous labor supply, 
brought into the country 
without the cost of rais- 
ing it. 

C. He has added certain cul-. C. He has settled in large 
tural qualities. cities, and has added to the 

congestion. 

D. He furnishes a large pro- 
portion of hospital cases 
and illiterate and criminal 
classes. 

E. He falls an easy and 
willing victim to political 
““ bosses.’ 

F. He often fails to become 
Americanized, 


He has displaced American 
labor. 


QUESTIONS 


1. Define natural monopoly. Give two illustrations of natural 
monopoly, and show why it would be better for the state to control 
natural monopolies than to control competitive business. 

2. Define municipal ownership of public utilities. 
serious objections to municipal ownership. 


State some 
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3. Argue for or against government ownership of the telegraph 
lines. 

4, Name two kinds of monopolies, and discuss their comparative 
desirability from the standpoint of the community at large. 

5. Discuss three types of natural monopolies. 

6. Mention two evils and two benefits that might result if the 
United States were to establish a government monopoly of salt. 

7. Distinguish between the capital of an industrial corporation 
and the capitalization. Show that a monopoly in any given industry 
offers a temptation to over-capitalization. 

8. What reasons are sometimes assigned for government regula- 
tion of the coal-mining industry in the United States? Do you regard 
such regulation as.(a) desirable, (b) practicable? Give reasons. 

9. (a) What are the reasons for the formation of trusts? (b) 
Enumerate the evils for which the trusts can be held responsible. 
(c) Is the tariff the ‘‘mother of Trusts’’?? To what extent is it 
responsible for trusts? 

10. Define trust. Give three illustrations of trusts and three rea- 
sons why trusts should or should not exist. 

11. Mention three of the chief objections to trusts or business 
pools. Mention two advantages of such combinations. 

12. Discuss the influence of trusts on inventive genius. 


TRANSPORTATION 


I, Transportation is a basic industry 

A. Every community is dependent on transportation. New 
York City, for example, produces no coal, no meat, no 
grain, almost no milk, no wool, and no cotton. 

B. Without transportation, a territorial division of labor 
would be impossible. 

C. Transportation enables us to exchange goods with other 
parts of the world. Without it, each locality would have 
to be self-supporting. 


II. Railroads.—The railroad business is organized on a dif- 
ferent basis from that of other industries, which, although 
necessary in the aggregats, may not be indispensable as indi- 
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vidual establishments. The discontinuance of any individual 
grocery store in your community, for example, would not 
be a public calamity, but the discontinuance of an individual 
railroad would be a great disaster to a host of people. For 
that reason, it may sometimes be imperative that railroad 
rates shall be increased in order to save the road from bank- 
ruptcy. 


III. Economic Characteristics of Railroads 
A. Railroads involve an enormous investment in fixed capital 


B. 


goods, including the right of way, bridges, culverts, tun- 
nels, tracks, stations, terminals, locomotives, ete. 

In manufacturing it is expected that the capital funds 
will be turned over within a year, and in many cases the 
annual gross earnings double or treble the capital funds. 
In railroading, gross earnings, on the average, have been 
not over 20% of the capitalization. 


. A large proportion of the expenses is independent of the 


volume of business done. Taxes, rentals, interest on 
borrowed capital, administrative expenses, insurance, and 
track maintenance are not determined by the volume of 
business done. 


. The railroad business operates under the Law of Increas- 


ing Returns or Decreasing Costs. As traffic increases, 
the cost per unit tends to decrease. In consequence, rail- 
roads are either ‘‘princes or paupers.’’ 


. The Principle of ‘‘ Joint Costs’’ 


1. The cost is an aggregate cost for the business as a 
whole. No individual service has a complete indi- 
vidual cost of its own because it cannot be ascer- 
tained. 

2. Passenger service is performed on the same right of 
way as freight service. To a large degree, the costs 
of the two services are inseparable. 

3. It is vutterly impossible to determine the exact cost 
of handling an individual passenger or an individual 
article of freight. Hence the price of any railroad 
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service cannot be determined by the cost to the railroad — 


of that service. That cost is indeterminable and varies 
per unit with the amount of business done. 

4, The rate charged by the railroad is therefore largely 
determined on the principle of the value of the trans- 
portation to the particular commodity carried. This 
is often expressed as ‘‘charging what the traffic will 
bear.’’ 

F. Results of ‘‘Joint Costs’’ 

1. It leads to freight classification. Low grade articles 
like ore, coal, lime, and sand—all heavy in proportion 
to their value—are charged less per ton-mile than silks, 
pianos, and automobiles. 

2. It has led to the controversy over the ‘‘long and short 
haul.’’ 


(a) Obviously, conditions being the same, it is unfair | 


to charge more for a short haul than for a long 
haul, 
(b) But conditions are not always the same. If there 


is competition between terminals, say between New — 


York and Buffalo, but not at way stations, say 


Albany, a railroad should not be compelled to 


cut rates to Albany merely because it must cut 


rates between New York and Buffalo. This might — 


be financially ruinous. 

8. On account of water competition through the Panama 
Canal, the Interstate Commerce Commission allows 
railroads to charge more from Mississippi River points 
to Denver or Spokane than to Pacific coast destinations. 

G. ‘‘Cut-throat’’? Competition—In self-defense, railroads 
have been tempted to favor large shippers by discrimina- 
tions in train-load lots as against car-load lots. 


1. This competition has caused failure and bankruptcy. | 


During a “‘rate war,’’ at one time, the passenger fare 
from Kansas City to San Francisco was only seventy- 


five cents, and the Union Pacific went into me hands ) 


of a receiver. 
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2. The nature of the railroad business has been learned 
slowly. The public has long failed to recognize that 
it is monopolistic. It has insisted on railway compéeti- 
tion although competition has brought the evils of dis- 
criminations and rebates. 


IV. Development of Transportation 

A. Natural Waterways.—Used by the early colonists, first on 
the eastern coast, and then, inland. Pioneers floated 
down the Ohio in big flat-bottom boats into the West. 

B. Wagon roads.—These were provided by means. of the 
“‘road tax’’—compulsory working on the roads. 

C. Canals.—The Erie Canal opened active Great Lake traffic 
in 1825. 

D. Railroads 
1. History— Beginning in 1830, progress was slow. 

(a) Local affairs centering around cities. The first 
railroads radiated from cities something like a 
suburban trolley system. 

(b) Uniting neighboring cities. For example, New 
York was joined to Yonkers; Peekskill to Pough- 
keepsie; Syracuse to Rochester, ete. 

(c) Trunk lines from the Atlantic coast, inland. For 
example, the Hudson River Railroad was a union 
of nine railroads joining New York and Albany. 
The New York Central Railroad was a union of 
thirteen railroads joining Albany and Buffalo. 
The New York Central and Hudson River Rail- 
road was a union of these two and joined New 
York and Buffalo. 

(d) Lines from the Mississippi Valley to the Pacific 
coast. 

Examples.—The Union-Central Pacific, the Great Northern, the 
Northern Pacific, the Santa Fé, the Southern Pacific, and the St. Paul. 


(e) The railway ‘‘systems’’ of to-day; e.g., the New 
York Central Railroad Company. 
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2. Attitude of the public 

(a) The earlier attitude was favorable. Cities, coun- 
ties, States and Congress united in encouraging 
the building of competing roads. Subsidies, loans, 
and land grants poured into railway treasuries. 

(b) Rate discriminations, rebates, and corrupt political] 
activity stirred up antagonism on the part of the 
public. State railway commissions made little 
progress with the railway problem. 

(ec) In 1887 Congress appointed the Interstate Com- 
merce Commission whose powers have been ex- 
tended from time to time. 


V. Railroad Legislation To-day 


IX 


Prohibitions— 

1. Extortionate charges and all discriminations. 
2. Pooling. 

3. Rebates and free passes. 

4. Interlocking directorates. 


. The Interstate Commerce Commission has control over 


railroads, express companies, sleeping car companies, 
private car lines, pipe lines, and telephone and telegraph 
companies. 


VI. Powers of the Interstate Commerce Commission.—The 
Interstate Commerce Commission has the power to— 


A. 
B. 


C. 
. Establish minimum rates, and also divide the rates among 


Determine and prescribe a just and reasonable rate. 


Suspend proposed changes in rates, pending an investiga- | 
tion. 


Make a physical valuation of all railroad property. 


the carriers. 


. Establish new state rates when the existing state rates — 


unjustly discriminate against interstate or foreign com- 
merce. 


. Exercise exclusive control over the issuance of securities. 
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G. Suspend operation of the long and short haul clause of 
the Act of 1910. 
H. Compel the common use of locomotives and terminals. 
VII. The O’Fallon Case.—In the O’Fallon Case (1929), the 
United States Supreme Court upheld the contention of the 
railroads that their physical valuation should be based on 
the present cost of reproduction rather than on the original 
cost. This decision, overruling the opinion of the Interstate 
Commerce Commission, and involving eleven billion dollars, 
should prove favorable to the railroads, since the law allows 
them to make a profit of 534% on their valuation. 


QUESTIONS 


‘ 


13. Mention three evils that the Clayton Anti-Trust Act sought 
to remedy. : 

14. Distinguish between the Interstate Commerce Commission and 
the Federal Trade Commission. 

15. Give two important provisions of the Federal Trade Commis- 
sion Act. 

16. Give two economic reasons for, and two economic reasons 
against, the exclusion of immigrants from the United States for two 
years. 

17. Give two economic reasons for the exclusion of the Chinese 
ard Japanese from the United States. 

18. The traditional policy of the United States has been ‘‘to 
improve rather than to check immigration.’’? Discuss the wisdom of 
this policy under present conditions. 

19. What is the ‘‘Plumb Plan’’ of operating railroads? 

20. State the reasons for and against national ownership and 
operation of railroads. 

21, Explain the status of the railroads in the United States in 
1919, and give two arguments for, and two arguments against, their 
return to private ownership. 

22. Mention two ways in which the government regulates railways. 
Justify this regulation. 

23. It is sometimes said that panics are caused by (a) an expan- 
sion of credit; (b) a contraction of credit. Explain this apparent 
contradiction. 

24, Explain how overproduction can cause a panic. 

25. What is the effect of a financial panic on (a) the market price 
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of securities; (b) the intrinsic value of the industries on which these 
securities were issued? 


BUSINESS CYCLES 


I. Business activity is subject to cycles of— 
A. Depression. ' —D. Financial strain. 
B. Recovery. EK. Industrial crises. 
_C. Business prosperity. 


II. Explanations of Business Cycles 

A. General over-production. This is impossible. 

B. Astronomical or meteorological variations affecting crops. 
These have not been proved. 
The socialists claim that— 


C. 


1. 


2. 


Production under machine methods tends to inerease . 


faster than the consuming power. 

Consumers are chiefly wage-earners whose incomes 
are determined, not by the value of what they produce, 
but by the minimum on whieh they ean live. 
Capitalistic methods thus yield a surplus. This sur- 
plus accumulates and leads, periodically, to crises. 


. Endeavors to find an outlet for this surplus lead to 


economic rivalry among nations, to exploiting back- 
ward countries, to colonial expansion, and to wars. 


The grain of truth in these claims is that wages do not tend. — 


to increase as fast as prices. On the other hand, when prices ~ 


fall, wages do not tend to decrease as rapidly as do prices. 


D. Industrial disturbances are inherent in our economic 
organization. 


III. Professor W. C. Mitchell’s Theory of Business Cycles 

A. At a time of depression, prices, interest rates, and wages 
are low, and business is almost at a standstill. 
B. In time, accumulated stocks of merchandise are consumed 
and more is needed. 


| 
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. Low costs encourage some business enterpriser to start 


production. He buys goods from others, and employs 
workers who spend their earnings on other products. 


. This leads to optimism and the free undertaking of risks. 


Some business men become reckless. 


. The expansion is based on borrowed funds. 


1. Some large industry cannot meet its obligations, and 
many failures result. 

2. Many business men may be in an unsound condition. 
Rising interest rates, wages, and prices pile up costs 
and they lose money. 


. The failure of some large firm involving banking institu- 


tions frightens business men. Confidence in credit is 
shattered. 


Banks refuse further loans and force their clients to 
liquidate their businesses. 


The crisis is in full swing and may develop into a panic. 


' Plants close, and workers are laid off. 


I. Unemployment brings down wages, unsold merchandise 


acc, 


B. 


brings down prices, and decreased borrowing brings down 
interest rates. 


We are now where we began, and are reaay for another 
revival, 


IV. Remedies for Business Cycles.—The business cycle rests on 
the mistaken estimates of the future by business men. 
A. 


Increasing knowledge of the future will diminish the 
range of fluctuations. 

Methods of forecasting probable movements of business 
will acquire still greater importance than at present. 
Individual firms and trade associations are giving more 
attention to scientific analyses of the conditions affecting 
their own business. 


. The federal government collects, publishes, and supplies 


bankers and business men with current economic facts 
upon which intelligent planning can be based. 
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E. Publie works, so planned as to avoid competing with 
private business, can be undertaken during periods of 
depression. 

F. It is even proposed that the rederal government shall 
regulate the supply of credit. 


PROTECTION VS. FREE TRADE 


I. Protective Tariff—A protective tariff is one that is levied 


II. 


on the importation of goods that can be produced within the 
country. 


Free-trade Tariff.—A free-trade tariff is one that is levied 
on the importation of goods that cannot be produced within 
the country. It may be levied on the importation of goods 
that can be produced within the country, but then it must 


be accompanied by an excise tax at the same rate on the 


domestic production of such goods. 


III. Tariff for Revenue with Incidental Protection.—If the 


rates are not raised above the point at which the largest 
revenue is received, and, if the duty is levied on the importa- 


tion of goods that can be produced within the country, it — 


is called a “‘tariff for revenue with incidental protection.’ 


IV. The Tariff Act of 1922.—Under the Tariff Act of 1922, the 


President is given wide powers to change duties, on the advice 
of the Tariff Commission, so as to equalize costs of production 
in this eountry and abroad. 


Definitions 


Ad valorem duty.—Tariff duties based upon the value of the goods 


(e.g., a rate of 10%). 
Dumping.—The policy of selling surplus goods abroad at lower © 
prices than at home. 


Exports.—Merchandise shipped out of the country. 
Free list.—A list of goods upon the importation of which no cus- 


toms duty is charged. 


: 
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Imports.—Merchandise shipped into the country. 
Protective tariff—Enacted for the purpose of aiding domestie 


_ producers by lessening ioreign competition. It is levied on goods 


that can be produced within the country. 
Revenue or free-trade tariff.—Knacted solely for the purpose of 


- raising revenue. 


Revenue tariff with incidental protection.—The rate is at the point 


- that will bring in the largest revenue. 


Specific duty.—Tariff duties based upon quantity (eg., 10 cents 
per bushel; $10 per ton, etc.). 

Tariff.—A schedule of customs duties. The duty on a class of 
goods. 


V. Arguments for Protection 
A. It promotes nationalism.—Domestic trade draws citizens 
together, while foreign trade tends towards their separa- 
tion. 


B. It fosters infant industries.—It enables us to develop our 
natural resources, and to produce variety in industrial 
pursuits. 


C. The ‘Military Necessity’? Argument.—No nation can 
permit itself to become wholly dependent on foreign 
nations for its supply of war equipment and munitions. 


D. The ‘‘Home-Market’’ Argument.—The home market is 
superior because it is surer. 


E. Protection is a defense against ‘‘dumping.’’—By ‘‘dump- 
ing’’ is meant the temporary sale of products abroad at 
prices lower than those charged at home. These low prices 
are not permanent. They are made to secure the foreign 
market with the intention of raising prices later. 


* F. Protection gives us a diversified industry—We should 
procure as great geographical specialization as possible. 


G. The protective tariff should be used to equalize costs of 
production here and abroad. The Tariff Act of 1922 
adopted this as our official policy. 
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VI. Arguments for Free Trade 
A. Free-trade is in harmony with the Law of Comparative 
Costs. 


: 


iB 


So long as there are relative differences in the cost of 
producing cheaply portable articles in various coun- 
tries of the world, so long will there be international 
trade in those articles. 


. Protective tariffs merely divert capital and labor 


from intrinsically more productive to intrinsieally less 
productive industries. 


. Protection is not necessary in order to diversify industry 


in a country with such varied natural resources as in the 
United States. 


. The home-market argument is essentially weak.—It might 


be desirable to confine domestic producers to the more 
certain home-markets, but home products will seek foreign 


' markets, and the nation that sells abroad must buy abroad. 


. The protectionist appeal to the wage-earners is two-faced. 
4. 


France wants protection in order to protect her low- 
paid workmen against the greater skill and efficiency ~ 
of America’s highly paid workers. 


. The United States, on the other hand, must have pro- 


tection in order to shield her highly paid workers from 
competition with the ‘‘pauper labor’’ of Europe. 


. The average worker is in no greater danger from the 


goods produced by the ‘‘pauper labor’”’ of Europe than 
the highly paid worker of Montana is threatened by 
the products of his less remunerated fellow worker of © 
the South. 
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. As a revenue raiser, a protective duty is a poor tax 
1: 
2. 


It is uncertain and perversely variable. 

By raising the price, it constitutes a tax ‘upon one 
class of society—the consumers—for the benefit of an- — 
other class—the producers—of the article. 


. Protection is ethically unsound.—It renders the pros: 
perity of influential classes dependent upon government 
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bounty and encourages them to exert demoralizing pres- 
sure upon federal legislation. 

G. Protection fosters monopoly—wWith foreign competition 
shut off, home producers do not always compete. Some- 
times, instead, they combine. 


THE STABILIZATION OF THE DOLLAR 


I. Proposals to Stabilize the Dollar 
A. Professor Fisher’s ‘‘Multiple Standard’’ and ‘‘Compen- 
sated Dollar.’’ 

1. This would base the monetary standard upon the 
index number, as determined from time to time by a 
government commission. 

2. The dollar would not be a certain weight of gold 
(now 25.8 grains, nine-tenths fine) but a variable 
weight. 

3. Gold coin would not be used in circulation. It would 
be held by the government. 

4. Instead, gold certificates would circulate and be re- 
deemable by the government in gold dollars. 

5. The amount of gold represented by a dollar would 
be fixed in relation to the index number so that a gold 
dollar would always have the same purchasing power. 


This plan has many theoretical advantages but it is of doubt- 
ful practicability. 


B. Henry Ford’s ‘‘Muscle Shoals’’ Notes 
1. Mr. Ford would have notes issued based on the horse 
power created by the great dam at Muscle Shoals. 
2. This proposal is but a new version of the French 
assignats which were based on the seized church lands 
and ultimately became worthless. 
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THE SINGLE TAX 


I. Because economic rent is unearned, it has been proposed by 
the ‘‘single taxers’’ that the government should compel all 
owners of land to pay in taxes the full amount of the 
economic rent. 


II. They call it the ‘‘single tax’’ for the reason that, if this 
were done, all the other taxes, so they claim, could be 
repealed. 


III. Arguments against the Single Tax.—The ‘‘single taxers’’ 
fail— 
A. To show the justice of depriving owners who have paid 
full value for their land of what belongs to them. This 
would be confiscation. 


B. To take account of many instances of undeserved ‘‘decre- 


ment’’ while stressing ‘‘unearned increment.’’ 
C. To inform us how, in most cases, it would be possible to 
ascertain fairly the amount of the ‘‘single tax.’’ 


If the single tax were introduced, there is danger that more 
injustice would be committed than averted. However, there is 
more justice in John Stuart Mill’s proposal to tax future ‘‘un- 
earned inerements.”’ 


Definitions 


Decrement.—Decrease in the value of real estate. 
Unearned increment.—Increase in the value of real estate. 


RADICAL REFORMS 


I. Principles of Socialism ya 


A. The absorption of important businesses by the govern- 


ment. 
B. The abolition of private property in income-yielding 
capital goods and land. 
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C. Labor creates wealth. Land and capital are passive. 
D. Wealth is for man and not man for wealth. 


II. Kinds of Socialism 


A. Utopian. C. Christian. 
B. Marxian. D. Fabian. 


iI. Arguments against Socialism 
A. It underestimates the efficiency of the present system. 
B. It underestimates the importance of individual respon- 
sibility. 
C. It underestimates the importance of free enterprise. 
D. It is a great danger to liberty. 


IV. Syndicalism.—This would place the control of each industry 
in the hands of the organized workers in that industry. 


V. Anarchism.—Voluntary group associations for production 
without compulsion. 


QUESTIONS 


26. What is a panic? What causes lead to panics? What condi- 
tions of business make it liable to injury by a panic? It is said that 
in 1907 millions of dollars were lost. Explain the meaning of the 
word ‘‘lost’’ in this statement. 

27. Explain fully what is meant by (a) production; (b) over- 
production. 

28. ‘‘The Beaiciple of protection is to build up our home indus- 

tries by manufacturing our own products. This gives our people 
employment, keeps the money in the country, and makes this country 
independent and self-reliant.’’ _ Point out the strength and the weak- 
ness of these arguments. 
_ 29, (a) What are the reasons for the growing demand for a re- 
duction of the tariff in the United States? (b) What is the infant 
industry argument? Is it economically sound in your opinion? Does 
it apply to conditions in the United States to-day? 

30. The Constitution of the United States has forbidden the levy- 
ing of export duties and has permitted the levying of import duties. 
Give economic reasons in each case. 
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31. When the import duties are made protective, what effect does — 
this have on the prices paid for commodities protected, by the citizens 
of the country protected? 

32. What is meant by diversified industries? How does the diver- 
sification of the industries of a nation affect its aggregate wealth? 

33. What are the arguments for the reduction in duties on such 
articles as coal, hides, and lumber? Would the arguments apply in 
the case of (a) gloves and toys? (b) diamonds, Brussels lace, and 
works of art? Explain in each ease. 

34. What is meant by the single tax? Is it a desirable reform? 
Why? In 1880 a city lot was valued at $1,000, and in 1900 it was 
valued at $5,000. If the owner had not improved the lot in any way 
during the interval on what principle and to what extent was it fair 
for the city to impose a tax on the $4,000 of additional value? Dis- 
cuss, giving reasons. 

35, Explain in some detail what is meant by industrial democracy. 

36. How do you define socialism? Give one argument for, and 
one argument against, the tendency that the word implies. ' . 

37, Explain the meaning of socialism, and show the advantages 
ard disadvantages of a socialistic organization of society. 

38. ‘‘The working class is the only class entitled to any consider- 
ation and, as I said, I believe any tactics that will accomplish our 
purpose right.’’ Discuss the essential falsity of this proposition. 
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MISCELLANEOUS QUESTIONS 


1. Define: watered stock, index number, fixed capital, distribu- 
tion, progressive tax, wealth, gold points. 

2. Define: credit, open shop, economics, unearned increment, mar- 
ginal utility, specialized capital, entrepreneur, corporation. 

3. At the time the New York State income tax was reduced 25 per 
cent, some advocated that the full income tax be retained, and the tax on 
real estate be reduced instead. Which proposal would you favor? Dis- 
cuss fully, applying the principles of taxation. 

4. “The Federal Reserve System has centralized the banking 
system, and given us an elastic system of currency.” Prove these claims. 
' 5. The index number of wholesale prices of the United States Bureau 
of Labor statistics stood at 226 in August, 1920, and at 149 six months 
later. What happened in that period to (a) prices; (b) purchasing power 
of the dollar; (c) the price of the dollar (in terms of cents); (d) the value 
of fixed incomes? 

6. “ The greatest economic problem of Europe is the stabilization of 
the purchasing power of monetary units.” Discuss, using a specific 
illustration. 

7. “The Japanese earthquake has furnished an increased demand 
for both labor and capital in Japan.” Is it therefore economically 
beneficial? Explain. 

8. “ The principles of marginal and diminishing utility guide us in 
every choice we make, whether in business or during our leisure time.” 
Explain and illustrate this quotation. : 
» 9. “The employer or responsible manager of a business enterprise 
is the central figure in the distributive process.” Explain the meaning 
of this statement. 

10. (a) What are piece wages? é 
(0) If you were an employee, would you wish to receive piece 
wages? Why? 
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11. Define: stock dividend, specialized capital, free goods, fiat money, ~ 
sabotage, legal tender, utility. 
12. Define: wealth, place utility, deposits, natural monopoly of 
organization, credit. | 
13. Many business organizations have profit-sharing and bonus pro- 
visions for their employees. 


(a) What reasons have induced them to provide this extra com- 
pensation? 

(6) What objections do workers offer to the promise of profit- | 
sharing provisions by employers? 


14. (a) What is meant by “‘ The Single Tax ’’? 
(b) Give two arguments based on economic principles in favor 
of ‘ The Single Tax.” 
(c) Give two arguments against “‘ The Single Tax.” 


15. “Every fall, the banks of mee West need’a large quantity of 
currency in order to move the crops.” 


(a) What does this mean? Explain briefly but clearly. 

(b) Give one way by which the National Bank of Sterling, Kansas, 
may secure more cash to meet these demands. 

(c) How may the Federal Reserve Bank of New York aid the 
Federal Reserve Bank of St. Louis at such a time? 

(d) How would you expect the extension of credit to business 
men by the banks of New York to be affected at such a 
time? Explain briefly. 


16. What effect would each of the following have on prices in the 
United States? Explain briefly in each ease. 


(a) Reduction of purchasing power of public. 
(b) Increased rate of production. 

(c) Curtailment of export credits. 

(d) Large exports of gold. 


17. Wages may increase without affecting adversely (a) the 
entrepreneur, (b) the consumer. Wages may decrease’ ‘without a 
corresponding decrease in the well-being of the wage earner. Prove each 
of these statements and give illustrations. 

18. By use of a diagram with an explanation, or by reference to a 
specific location, demonstrate that the rent of a plot of urban land does — 
or does not enter into the price of the commodity produced on that land. . 
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19. Show how each of the following would affect the rate of the pound 


E sterling in New York. 


(a) A protracted cotton weavers’ strike in England. 

(6) Payment of premiums due to English insurance companies. 
(c) Repayment of British bonds held by American investors. 
(d) Resumption of the gold standard in England. 


20. “‘In the long run, the exports of a country tend to equal its 


. imports.” Explain this quotation. 


21. If you were making a statement of the resources and liabilities of 
a corporation, designate in which column you would place each of the 


- following items: (a) preferred stock, (¥}) common stock, (c) cash on 


hand, (d) buildings, (e) sinking fund. 


22. Explain the difference between individual wealth and social wealth. 


_ Give one illustration of each. 


23. Give four arguments showing the desirability of a municipal 
market. 
24, Should the government supply every legitimate business with all 


_ the capital it feels that it needs? Answer yes or no and then explain 


_ your arswer fully giving concrete reasons. 


25. State three important economic problems. Mention and discuss 
briefly a difficulty in the way of the solution of each of these problems. 
26. Ought the government to guarantee every man work? Defend 


_ your answer. 


E it. 


27. Define poverty and give three social and three individual causes of 


28. Present one proposed solution of the problem of unemployment, 


j showing whether you think the solution will or will not be effective. 


29. State the advantages of competition to society. 
30. Give two economic problems involved in the formation of a league 


of nations. 
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31. Give four personal qualities that are characteristics of the “ busi- 
ness ” or ‘ economic ”’ man. 

32. If China should develop rapidly her immense material resources, 
what would be some of the probable effects on the industries of the U. 8.? 
Explain. . 

83. Define or explain the following: 


(a) Legal tender; rolling stock; luxury; promoter’s profits; right 
of contract; social welfare; interest; circulating capital; 
economic goods. 
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(b) Interlocking directorates; franchise; the normal price; long 
and short haul; marginal utility; elasticity of demand; — 
place utility; watered stock; government bond; discount. 

(c) Minimum wage; holding company; Gresham’s Law; division 
of labor; closed shop; bill of exchange; corner; value — 
in use. . 2 

(d) Rebates; investment; state ownership; private property; 
marginal producer; profits; diminishing returns. . 

(e) War profits tax; farm loan associations; unearned increment; — 
combination in restraint of trade; labor; monopoly; stock ~ 
market; pooling agreements; collective bargaining; pre- 
ferred stock. | 

(f) Good will; inflation; the market; waste and consumption; 
par of eee: fat money; ame what the traffic will - 
bear; rent. . 

(g) Wages; fair wage; Engel’s Law; profiteering; money; stock — 
quotation. ) 


34. Examine each of the following statements and tell if it is Cerio 
giving briefly but clearly the reason for your answer. 


(a) If we know the merchandise imports and expos of a country, — 
we know whether it is a creditor or a dehtor country. 

(6) Land which yields a high economic rent will sommand a high — 
market price. 

(c) A tax is always a burden on productive industry which must 
increase the price which the consumer must pay. 

(d) Diminishing productivity means lower cost per unit produced. 

(e) If we know the cost of producing a commodity, we know its 
value. 


Se ee eee 


85. (a) Define capital. 
(b) Define capitalistic society. 
(c) How does the use of capital affect production in each of thiol 
following respects: (1) In quantity of goods produced; 
(2) in specialization of industry; (8) in time needed for 
production of the finished product; (4) in the satisfaction 
of our daily wants? . 


ae 


36. Although the end of economic activity is the consumption of 
economic goods, we are constantly urged through thrift to bring about an 
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“increase in capital goods. Show in detail how too great an increase in 
capital goods may be harmful to an industrial society. 


37. (a) Define competition. 


Define monopoly. 


(6) What are the conditions which may make a monopoly more 
desirable than competition? 

(c) Give an example of some industry where this is true and show 
how it fits in with the conditions just given above by you. 


38. (a) Explain the effects of free trade on (1) world production and 


(2) on world trade. 


(6) Show how a policy of protection changes conditions of 
(1) world production and (2) world trade. 


39. “The modern business corporation has made large scale pro- 


- duction possible.” 


(a) Show how this is so. 


(6) If a salesman comes into your office to sell you corporation 
securities, what factors should you consider before you 
invest any of your savings? 


40. Bank Statement 
Assets Tniabilities 
Real estate....... ae $ 10,000 Capital stock......... $ 30,000 
_ Office fixtures.......... 2,000 Deposits...... Siocaee! 109,000 
Loans and discounts..... OOOO). THRO, oa cauobponede 1,000 
Cash reserve inbank.... 13,000 
Reserve on deposit in 
Fed. Res. Bank...... . 15,000 : 
$140,000 $140,000 


(a) So far as you can tell from the above statement, do you con- 


sider this bank in good condition? 


Give reasons. 


(6) The bank now discounts a $10,000 note; the discount amounts 
, to $100. At the same time, the bank cashes checks to 


the amount of $10,000 against deposit accounts. 


Make 


out a new statement showing the condition of the bank. 
(c) The demand for loans to business men increases in volume. 
How may this bank increase its lending power? 
(d) How will a decrease in business activity affect the relation of 
reserves to the deposits of this bank? 
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41. ‘The outstanding economic feature of 1925 is the return of 
England to the gold standard.” 


(a) What is the gold standard? 

(b) What is meant by return of England to the gold standard? 

(c) How should you expect this return to affect the price of 
sterling exchange in New York City? Why? 

(d) Why does not the price of exchange normally go above or 
below the gold points? 

(e) Why, for the past few years, has the price of sterling exchange 
in New York City varied so greatly from the gold points? 


42. The fulfillment of the Dawes Plan means that Germany will have 
to pay during the coming years over thirty billions of dollars to her 
creditor countries. 


(a) From your knowledge of the nature of international payments, 
how must Germany try to pay this immense sum? 

(6) How would international trade be affected in consequence? 

(c) Explain the possible effects of this method of payment on 


wages and standard of living in (1) Germany and (2) in © 


the creditor countries. 


FALSE-TRUE TEST 


Put a plus sign to the left of each of the following statements which you 


believe to be true. Put a minus sign to the left of each of the following j 
statements which you believe to be false. If you do not know whether a — 


_ statement rs true or false, put nothing to the left of tt. 


1. The coin value of token or subsidiary money is greater than its g 


bullion value. 


2. Paper money in the United States is not backed dollar for dollar © 


by gold. 


3. Economic rent does not enter into the cost of es of the 


successful entrepreneur. 


4. Depreciation in the value of money may benefit some class in the — 


eyes 


5. Since gold and silver are both in cireulation s in the United States, 


the coinage system is bimetallic. 


a ee 


a 
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6. A tax on imports does not increase the price of the imported 
commodities. 


7. Banks create additional deposits when they make loans to their 
customers. » 


8. Nations necessarily become richer by selling more than they buy. 


9. All corporations enjoy the advantages of large-scale production. 


10. The modern device of foreign exchange bills removes all necessity 
for the use of gold in international trade. 


11. A rise in prices necessarily increases the real wealth of the nation. 
12. Increased demand accompanied by increased cost raises normal 
value. 
13. Interest rates in a new country are usually high. 
14. The undivided profits of a bank are assets of the bank. 


15. Centralization and enlargement of the scale of industry have 
accompanied the widening of markets. 


16. Most people satisfy first their cultural wants and then their 
existence wants. 


17. Waste is the destruction of economic goods without a proportionate 
resulting service. 

18. Economic wealth must have value in exchange. 

19. Specialization in production makes the use of capital less essential. 

20. Demand varies directly with marginal utility. 

21. An increase in price immediately stimulates greater production. 

22. Demand is simply the desire for anything. 

23. The market price must always be equal to the cost of production. 

24, If the marginal utility of the commodity is less than the selling 
price, the customer will buy the article. 

25. The more a bank lends, the smaller becomes the proportion of cash 
to the deposits. 

26. Monopoly, custom, habit, ignorance of the consumer all work to 
prevent a market price that is the same as the marginal cost of production. 

27. Wages are usually paid out of capital. 

28. A corporation can usually raise more capital than a partnership. 

29. The bond holder gets dividends. 

80. Bond holders usually take no part in the management of a cor- 
poration. - 
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31. A new ten-dollar gold piece contains 232.2 grains of pure gold. 


32. We are not on a gold standard because we have paper money in ~ 
circulation. 


33. There are $45,000,000,000 deposits in banks of the United States; 
therefore the money in circulation must be at least equal to that amount. 


34. Market price can always be found by finding the cost of pro- 
duction. 


35. Instruments of credit decrease the demand for money. 


36. Sterling exchange can never be sold above 4.89 or below 4.83, the 
so-called gold points. 


37. As poorer land is cultivated, the economic rent decreases. 


38. As the purchasing power of money falls, new bond issues have 
higher rates of interest. : 


39. All industries would be run on a large scale if sufficient capital — 
could be obtained. 


40. Use of fiat money is a means of taxation. 


41. The worker who is physically weak has a better chance to-day to 
earn a decent living than he had one hundred years ago. 


42. A closed union shop does not restrict the freedom of the employer 
to employ whom he chooses. 


43. The normal value of a commodity can be found by averaging its 
market values. 


44, There are industries in which competition is socially undesirable. 

45. Cotton used in the manufacture of cotton cloth is a form of fixed 
capital. ; 

46. An increase in the discounts of a bank means a decrease in its 
deposits. 

_ 47. The crop of a farmer increases indefinitely in proportion to the 

number of laborers he employs. 

48. If an American’s salary is larger than an Englishman’s, the 
American is necessarily better off. 

49. An employer must own most, or all, of the capital invested in his 
business. z 

50. Economics is a social science that deals with economical expendi- — 
tures by man. 


_ 61. Human wants, taken as a whole, are insatiable, but any human 
want is satiable. . 
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‘62. The par of exchange of the gold mark is 23.8 cents. 


53. Increasing the quantity of money in circulation will not neces- 
sarily reduce the interest rate. 


54. Railroads should be made to compete freely in rate making; 


_ in this way we will receive the best service. 


55. In extending credit, a bank is limited to paid-up capital and 
surplus. 


56. In a small town, high buildings will be favored since more land 
will be available for agriculture. 


57. All paper money in circulation in the United States to-day is 
backed dollar for dollar by gold. 


58. Material objects cannot be used to satisfy cultural wants. 
59. Risk is the only factor influencing interest rates. 


60. Assuming that 80 per cent of production in the United States is 


_ carried on by corporations, does that indicate that combinations occupy 


most of the field, and that the small concern is rapidly passing out -of 
existence? 

61. Depreciated paper currency tends to cause gold to disappear from 
circulation. : 

62. If we can obtain air for nothing at a garage, is it a free good? 

63. Commerce and exchange are unproductive occupations. 

64. A high rate of exchange in London on New York encourages 


English purchases here. 


65. The opening of the Erie Canal affected both intensive and exten- 
sive agriculture in the United States. 
66. Sometimes the same commodity may be a free good or an economic 


good. 
67. The public land policy of the United States, by disposing of lands 


at a nominal price, has led to wasteful agriculture. 


_. 68. All large scale production is monopoly. 


69. A good way to prevent the operation of the Law of Diminishing 
Utility (Law of Satiety) is by allowing a period of time to elapse between 
units consumed. 

70. Legal restrictions on kinds of work which can be entered are more 
common for women than for men. 

71. Extravagant expenditure of luxuries is not good for industry. 
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more cheaply than other countries. 
73. The monopolist always charges the highest price he can ioe ni 
product. 
74. The gold in a gold dollar weighs 23.22 grains. Z 
75. There is no commodity for which the demand is absolut ly 
inelastic. 
76. When the Federal Reserve Board wishes to contract the currence vy 
it lowers the discount rate, ] 
77. Asan article of wearing apparel becomes more stylish, the dem 


will decrease because each successive unit will have less utility — 
preceding unit. 


78. A proportional income tax is one in which the rate does 
vary with an increase in the amount of income. 
79. All reserves under the Federal Reserve System are concentra d 
in Washington. 


80. It is possible that a country with a so-called favorable bala 
of trade may export gold. 


RECENT EXAMINATION PAPERS * 
Thursday, June 21, 1923—9.15 a.m. to 12.15 p.m., only 


Answer one question from each group 


Group I 


1. Define five of the following: economic goods, demand, labor, 
capital, gold standard, wages, overhead expenses, broker. [10] 

2. Define five of the following: Federal Reserve note, tax exempt 
securities, stock dividend, partnership, sinking fund, mortgage bond, call 
money, discount (as the term is used in banking). [10] 


Group II 


3. “Production on the large scale of to-day probably could never 
have been developed if it were not for the corporate form of business 
organization.” State clearly one reason why this statement is true. [4] 
Explain two disadvantages to the stockholder that may result from this 
form or organization. [6] 

4. A man owning a business with only $5000 capital had the business 
incorporated. What does this mean? [4] Give two reasons why he 


did this. [6] 
Group III 


5. Show (a) how, under conditions of competition, changing market 
price tends to depend on arather definite normal price [5], (0) how normal 
price is dependent on cost of production. [5] 

6. Show what effect the existence of large fixed capital in an industry 
may have on the variation of market price from normal price. [5] Show 
what effect the existence of a monopoly may have on the variation of 
market price from normal price. [5] 


Group IV 


7. “A country may profitably import a commodity which it can 
produce more cheaply at home.” “A country should not import that 
which it can produce more cheaply at home.” Explain clearly which of 
these statements is correct. [7] Give a concrete example. [3] 

8. “ The Fordney Tariff Act is expected to yield $400,000,000 revenue, 
yet it will cost the American people $4,000,000,000 annually.” Explain | 
fully what this statement means. [10] 


Group V 
9. Explain, giving a reason in each case, how each of the following 
classes is affected by a general rise in prices: (a) bondholders [8], (0) en- 
trepreneurs [3], (c) wage earners. 
10. The price of gold is always $20.67 an ounce at the United States 
mint. Hence gold never changes in value. Is this true or false? [8] 
Give reasons for your answer. [7] 


«Set by the University of the State of New York. 
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Group VI 


11. ‘‘The deposits of banks regularly increase when their loans © 


increase and regularly decrease when their loans decrease.” Show why 
this statement is true. [10] 

12. ‘‘ A bank wishes a large cash reserve.” Is this probably true or 
false? [1] Why? [4] ‘‘A bank wishes as small a cash reserve as 
possible.” Is this probably true or false? [1]. Why? [4] 


Group VII 


13. “‘ As poorer land is brought under cultivation the economic rent 
of the superior land increases.” Explain. [10] 
14. In what respect are profits like rent? Illustrate and explain. [10] 


Group VIII 


15. State whether or not each of the following will tend to increase or 
to decrease imports of goods into the United States, giving in each case a 
reason for your answer: (a) foreign travel by Americans, (6) travel in 


America by foreigners, (c) payment of interest by Europe ’to the United — 


States, (d) shipping American goods in foreign ships, (e) gold imports 
from Europe. [10] 


16. What is the par of exchange? [38] In normal times what deter- — 


mines how widely the rate of exchange between gold-using countries 
may fluctuate? [4] Give an economic reason why the German mark — 


which before the war was worth about four to the dollar is now selling 
for thousands to the dollar. [3] 


Group IX 


17. What two basic principles of taxation underlie the United States 
income tax? [4] Give the chief features of this tax. [6] 

18. Roosevelt said (a) that good trusts should be allowed to develop, 
(b) that after they have developed they should be regulated. Give 
one reason for and one reason against the first policy. [6] Give one 
reason for and one reason against the second policy. [4] 


Group X 


19. Explain real wages and nominal wages. [8] Under what condi- 
ditions may nominal wages increase while real wages decrease? [8] 
How is rent related to the margin of cultivation? [4] 

20. What is a minimum wage law? [2] Give two reasons for such a 
law [4] and two reasons against it. [4] 
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Thursday, January 24, 1924—9.15 a.m. to 12.15 p.m., only 
Answer one question from each group. 


Group I 


1. Define five of the following: farm bloc, check off, middleman, 
Ee raee, industrial union, single tax, tax exempt security. [10] 
. Define five of the following: gold points, individualism, greenbacks, 
bibadiage coinage, chain store, outlaw strike, corner, interest. [10] 


Group II 


3. “The anthracite coal miners have received an increase in wages; 
therefore cord wood will be higher.” Why will this result probably fol- 
low? [8] Is it necessary that this result should follow? [2] 

4. “ Market price is but another expression for the marginal utility 
of a commodity.” Show how this is true for both buyer and seller. [10] 


Group III 


5. Explain what effect an increase in population will have on the 
margin of cultivation. [10] 

6. Explain the effect of a general fall in the prices of farm products on 
economic rent of agricultural land. [10] 


Group IV 


- 7. The United States Steel Corporation is abolishing the 12-hour 
work day. Under what conditions might this mean (a) an increase in 
production costs [5], (6) a decrease in production costs? [5] 

8. “ Shortening ‘the hours of labor must lower the wages of labor.” 
Discuss the truth or falsity of this statement. [10] 


Group V 


* 9. There is a general tendency for real wages to fall during periods 


_ of rising prices and to rise during periods of falling prices. Why is this 


true in each case? [10 

10. According to a financial report wholesale prices dropped 50 per 
cent from August, 1920 to August, 1921. What happened between 
those dates to a (a) the purchasing power of the dollar, (6) the value of 
the dollar in terms of cents, (c) the price of gold at the mint, (d) the 


_ yalue of fixed incomes? [10] 
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Group VI 


11. The combined deposits in the banks of the United States are 
estimated at over $37,000,000,000 while the money in actual circulation 
amounts to less than $5,000,000,000. Explain how this condition is 
possible. [10] 

12. Skow how a commercial bank with cash on hand to the amount 
of $100,000 may lend in the form of credit several times that amount. [6] 
How do such loans affect (a) the resources of the bank [2], (6) the 
liabilities of the bank? [2] 


Group VII 


13. Why are railroads now regarded as belonging to a non-competitive 
industry? [4] Give two important arguments for or two important 
arguments against their ownership and operation by the government. [6] 

14. Give three reasons why it has been found desirable for the govern- 
ment to regulate monopolies. [6] Why does the government control 
monopolies rather‘than destroy them? [4] 


Group VII 


15. ‘‘ Everything we buy abroad diminishes by so much the demand 
for American labor.” Discuss the truth or falsity of this statement. [10] 
16. State five ways in which exports of American goods are paid for by 
foreign countries. [10] 


Group IX 


17. What is the closed shop? [2] Give one important argument for 
and one important arguments against the closed shop. [8] 

18. “ We agree to settle all disputes in regard to wages and conditions 
of labor by conciliation; if that fails, we will resort to arbitration.” 
What is the difference between conciliation and arbitration? [4] Which 
method is the more desirable and way? [6] 


Group X 


19. State four important sources of revenue of the Federal govern- 
ment. [4] Give two economic arguments for or two economic argu- 
ments against one of these sources of revenue. [6] 

20. Show how the Federal Reserve system provides for (a) concen- 
tration of reserves [3], (b) elasticity of currency [3]. What advantage 
does the business world derive from each of these provisions? [4] 


RECENT EXAMINATION PAPERS 


Thursday, June 19, 1924—9.15 a.m. to 12.15 p.m., only 


Group I 
Answer five questions from this group 


1. Define five of the following: utility, clearing house, preferred stock, 

capitalization, ‘‘ dumping ’”’ as applied to foreign trade, minimum wage, 
sinking fund, diminishing returns, consumers’ ‘cooperation, corporation 
bond. [10] 
- 2. A lawyer who is an excellent typist nevertheless hires a less-skilled 
typist to do his work. Explain how this illustrates the law of compara- 
tive cost. [5] Show how this principle applies to the trade between two 
countries. [5] 

3. “We may abolish the middleman, but if we do, we must find a 
substitute to do his work.” Discuss the truth or falsity of this state- 
ment. [4] What does the middleman do to-day for (a) the producer [3], 
(b) the consumer? [3] 

- What is economic rent? [5] What relation has economic rent to 
the selling price ofland? [5] 

5. Give three important reasons for the growth of large-scale enter- 
prises. [6] Mention two industries where large-scale production can 
hardly be applied and give a reason in each case. [4] 

. “A nation pays for its imports by its exports.” Explain the 
economic principle involved in this statement. [10] 

7. Explain the statement that market price depends on demand and 
supply.. [10] 

8. Disregarding the protective tariff, give two reasons why the level 
of wages has been higher in the United States than on the continent of 

Europe. [10] 
; 9. Explain the statement that a dollar in a bank’s cash reserves will 
do more work than a doliar in circulation. [10] 

10. State Gresham’s law. [4] If this is true, why do silver and gold 

remain in circulation in the United States? [6] 


Group I 
Answer five questions from this group 


11. Explain the difference between the normal tax and the surtax in 
the Federal income tax/law. [6] Give one important difference between 
-the income tax and customs duties as methods of taxation. [4] 

12. Give two economic reasons for a protective tariff on manufac- 
tures. [6] How does the protective tariff on manufactures affect the 
American farmer? [4] 

13. What is collective bargaining? [2] State two arguments foror 
two arguments against collective bargaining. [8] 

14. State why the government grants patents that give monopolies 
in some fields and at the same time by anti-trust laws forbids monopolies 
in other fields. [10] 
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15. How does a large cotton crop in the United States tend to affect 
the rate of sterling exchange in New York? [10] 

16. Explain what is meant by watered stock. [4] State two objec- 
tions to the watering of stock in such an industry as a railroad. [6] 

17. Explain two advantages of the Federal Reserve system over the 
old national banking system. [10] 

18. The Dairymen’s League is now delivering milk to consumers in 
New York City. Does this mean that the services formerly rendered by 
the middlemen are no longer necessary? Explain. [10] 

19. “‘Germany’s ability to pay reparations will depend upon the 
development of her export trade.” Explain. 

20. Why is the present era often called the “ capitalistic age”? [4] 
Show that many American laborers of to-day are also capitalists. [6] 


RECENT EXAMINATION PAPERS 


Thursday, January 22, 1925—9.15 a.m. to 12.15 p.m., only 
Answer ten questions, selecting five from each group 


Group 
Answer five questions from this group 


1. Explain five of the following terms: localization of industry, over 
capitalization, unfair competition, extensive margin of cultivation 
cooperative marketing, trusts, Federal Reserve note, employer’s liability, 
overhead expenses, surtaxes. [10] 

2. “‘ Market price is the automatic indicator by which the producer 
must be guided.” Define market price. [4] Show that the above 
statement is true: [6] 

-3. “ Modern production is like a chain. Under division of labor 
every specialist is a link in this chain and no link can justly claim to be 
more important than any other link.” Discuss. [10] 

4, Explain the statement that capital is necessary for any scheme of 
economic production depending upon specialization. [10] 

5. According to statistics, the value of the land and other natural 
resources of the United States is constantly increasing. Does this mean 
that land and natural resources are becoming more abundant? Ex- 
plain. [6] Explain the law of diminishing returns. [4] 

6. Answer both a and b: 


(a) We import most of our sugar from Cuba but we raise cane 
sugar in the South and sugar beets in the West. Would 
you favor a duty high enough to exclude imports of sugar? 
Justify your answer. [6] 

(6) Explain the “law of comparative costs.” [4] 


7. ‘Each dollar of gold received from abroad is capable of expansion 
into at least sevenfold credit power.” Explain and give an example. [10] 

8. State briefly the economic fallacy in each of two of the following: 
(a) bond owners feel less than other investors changes in the general 
devel of prices, (6) a bank with a hundred thousand dollar cash reserve 
is twice as strong as a bank with a fifty thousand dollar reserve, (¢) com- 
petition is always to be preferred to monopoly, (d) if we know the cost 
of production of a commodity we know its value, (e) prices in New York 
City are high because rents are high. [10] My 

9. Explain the advantages and disadvantages of each of the following 
forms of business organization: individual, partnership, corporation. [10] 

10. Why is it that there is a market rate of interest but no such market 
tate of profit? [10] 
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Group II 
Answer five questions from this group 


11. Why is the argument that a country that pays low wages can 
undersell a country paying high wages not necessarily true? [4] What 
other facts must we have in order to make a true comparison of pro- 
duction costs in any two countries? [6] 

12. Show whether or not a statement of the merchandise imports and 
eae ee country gives a complete picture of a country’s foreign busi- 
ness. [10 

13. It is estimated that the average American family pays in direct 
and indirect taxes about $300 to $400 each year. Give an example of a 
direct and of an indirect tax. [4] When may taxes be economically 
more harmful than beneficial to society? [6] 

14. What is meant by the policy of laissez faire in industry? [4] 
Give two illustrations showing along what lines this policy has broken 
down in modern times. [6] 

15. In what ways does labor differ from a commodity such as steel? [4] 
How have these differences made the government adopt a different policy 
toward combinations of laborers than toward combinations in the steel 
industry? Illustrate. [6] 

16. What is the difference between the present immigration policy 
of the United States and that which prevailed during our earlier his- 


tory? [6] Why have trade unions favored restriction of immigra-_ 


tion? [4] 

17. “The corporation, which is the typical form of modern business 
organization, represents organized ownership. The labor union repre- 
sents organized labor. One is as necessary as the other.” Discuss the 
validity of this statement. [10] 

18. Itis said that the only hope for the recovery of the mark is through 
the development of German export trade. Explain. . [10] 

19. One of the reasons why gold has come in such great abundance to 
the United States during the last few years is said to be the operation 
of Gresham’s law. Explain. [10] 

20. Explain why during the World War there was a worldwide and 


rapid rise of interest rates. [6] Why are interest rates in the United 


States at the present time lower than in Europe? [4] 


— ee) eo 


RECENT EXAMINATION PAPERS 


Thursday, June 18, 1925—9.15 a.m. to 12.15 p. m., only 
Answer ten questions, selecting five from each group 


Group I 
Answer five questions from this group 


1. Explain five of the following terms: elastic demand, economic 

goods, variable expenses, wages of management, normal tax, wastes 
_ of competition, union label, general level of prices, vested interests, hold- 
ing company. [10] 

_ 2. “ Market price depends on the cost of production, yet at any 
given time it may have no relation to the cost of production.’ Explain 
and illustrate. [10] 

3. “ The monopolist must consider the nature of the demand and of 
the supply just as does the producer under competitive conditions.” 
If this is true, how is monopoly of any advantage? [10] 

4. “ As production becomes more specialized, the need for cooperation 
among the specialists engaged in production becomes greater.” Explain 
how this is true, illustrating from some such industry as the making of 
clothing from the raw material to the finished product. [10] 

5. Explain the general tendency of land rent to increase from colonial 


| times to the present. [8] Mention two exceptions to this tendency. [2] 


6. In spite of the increasing demand for radio sets the price has 
tended downward. Whyisthisso? [5] How has this tended to affect 
rates of profits in the industry? [5] ; 

7. According to treasury statements issued in December, 1924, the 
total money in circulation increased more than 300 millions during the 
latter part of that year in spite of exports of gold. Explain “‘ money in 
circulation.” [2] Account for such increase. [4] Since then the 
quantity has been reduced in excess of gold exports. Account for this 


~ reduction. 


8. “A protective tariff cuts down our imports and forces us to buy 


- at home, thus creating a greater demand for American labor.” Discuss 


fully the truth or falsity of this statement. [10] : 
9. Anderson spends $5000 for a new pleasure car while Brown spends 


_ $5000 for a truck to be used in his business. Compare the economic 
_ benefits that society enjoys from these two types of expenditures. [10] 


Se ee ee 


10. “ Every savings bank depositor is a capitalist.” Explain this 


_ statement. [5] Why does the savings bank pay interest to depositors? [5] 


Group II 
Answer five questions from this group 


11. During the winter of 1924-25, transactions on the New York 

Stock Exchange involved the transfer of a vast amount of stocks and 

bonds. Explain a benefit of the stock exchange to (a) the investor [5], 
(6) society [5]. 


‘ 
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12. ‘Many bankers said that 1925 would be a year featured by the 
return of many nations to a gold basis.” Explain the above quotation 
with particular attention to the italicized words. [10] 

13. The United States Department of Agriculture on investigation 
found that each box of fancy apples grown in the state of Washington 
for the New York market yielded the grower $1.18 out of $5, the retail 
price in New York. (a) Account for the balance. © (6) (b) State the 
problem that arises in your mind and suggest a remedy. [4] 

14. Labor unions have been growing in membership in the United 
States. Explain one advantage of the unions to (a) their members [5], 
(b) society [5]. 

15. ‘‘ We do more than 90 per cent of our business without the actual 
handling of currency.” Explain how this is true in the case of (a) a shoe 
manufacturer in Brocton, Mass. [5], (6) the extension of credits by a 
commercial bank in Albany, INES Xo 

16. Two of the following statements contain economic fallacies; 
explain the nature of the fallacy in each case where one occurs: [10] 


(a) Real wages are what one can purchase with the money that 
he receives for his labor. 


(6) Monopoly price is not necessarily higher than price would — 


be under competitive conditions. 
(c) Higher wages mean higher costs of production. 
(d) A country cannot have too much gold. 
(e) Large scale production is not, adapted to every industry. 


17. In 1912 our national wealth was estimated by the Census Bureau 


at 186 billions of dollars, and in 1922 at 320 billions. Does this state — 
correctly or incorrectly our increase in true wealth? Give a reason for — 


your answer. [10] 
18. American bankers are said to have lent $1,600,000,000 to foreign 


countries during 1924. How did this tend to affect rates of foreign 


exchange? [2] Explain. [8] 


19. “ Trusts are not necessarily good or necessarily bad.” In what — ; 


respects may trusts be (a) good [5], (6) bad [5]? 

20. ‘‘ All taxes are a burden on the people.” Is this true? Discuss — 
the application of this statement to taxes levied for (a) new school — 
buildings, (6) highways, (c) waging war, (d) maintenance of ee 
parks. [10] 


‘ 


) 


3 
a 
i 


RECENT EXAMINATION PAPERS 


Tuesday, January 19, 1926—9.15 a.m. to 12.15 p.m., only 
Answer ten questions, selecting five from each group 


Group I 
Answer five questions from this group 


1. Explain five of the following terms: circulating capital, entre- 
preneur, interlocking directorate, credit money, bill of lading, specifie 
duty, arbitration, franchise tax, minimum wage. [10] 

2. Show how specialization in economic life affects each of the fol- 
lowing: (a) cooperation, (b) exchange. Illustrate in each case. [10] 

3. Define (a) market price [2], (b) cost of production [2]. “Under 
perfect conditions of competition, market price tends to coincide with 
the cost of production.” Explain this statement. [6] 

4, “Industries will shun a city where land commands a high rent.” 
Discuss the truth or falsity of this statement. [10] 

5. Explain (a) two influences affecting the efficiency of the indi- 
vidual laborer [5], (b) two influences affecting the efficiency of a labor 

group. [5] 

6. Show how capitalistic production (a) is indirect or roundabout 
production [5], (b) affects the continuity of supply. [5] 

7. Our industrial system is based on freedom of enterprise and 
private ownership and management. Give two examples of the sub- 
stitution of social interference and control of industry, stating a reason 
in each case. [10] : 

8. Explain briefly each of the following: (a) how cash deposits 

affect the reserves of a bank, (b) how the cashing of checks against 
deposit accounts affects the bank’s liabilities, (c) how the checks 

held by banks on each other are collected, (d) how a loan affects 

deposits. [10] 

| 9. “The rate of interest is really a market price for capital and 

_ brings about an equilibrium of demand and supply.” If this is true, 
why is the interest rate for United States Liberty bonds different from 
that for German or French national bonds? [10] 

10. Give two advantages of territorial division of labor within the 

same country. [5] Explain whether or not these advantages would 

arise between different countries. [5] 


4 . : Group II 
; ‘Answer five questions from this group 


11. “The return of England to the gold standard raised the price 
_ of sterling exchange in the markets of the world.” Why? [6] Explain 
; pte effect on the British export trade. [4] 
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12. Define the term “social welfare” [4]. Show that social welfare 
may be advanced by improvement of consumption as well as by im- 
provement, of production. [6] 

13. State two differences between a general property tax and an 
income tax. [4] Which of these taxes would you favor and why? [6] 

14. Foreign exchange arises from many transactions other than the 
purchase and sale of commodities. Mention two other kinds of financial 
transactions that would affect sterling exchange between England and 
the United States and indicate the probable effect in each case on the 
quotations of sterling exchange in New York. [10] 

15. Index numbers in 1926 show a large increase over those of 1913. 
What is an index number? [4] What does the above condition indicate 
with respect to (a) the value of money [2], (b) the increase of wealth 
[2], (c) real wages? [2] 

16. The anthracite coal miners maintain that wages can be increased 
without increasing the price of coal to the consumer, while the operators 
maintain that the price must be increased. Explain (a) under what 
conditions the miners may be right [5], (b) under what conditions the 
operators may be right. [5] 


17. “Free and unlimited competition is not necessarily more socially © 


desirable than unrestricted private monopoly.” Explain (a) an im- 
portant social advantage that is claimed for competition, (6) a social 
disadvantage that is charged against competition, (c) a social advan- 
tage that may result from monopoly, (d) a social disadvantage that 
may be charged against monopoly. [10] 

18. Select two of the following statements that contain errors, 
correct the error in each statement selected [4] and explain each cor- 
rection: [6] 


(a) Goods bought abroad reduce the demand for American labor. 

(b) A high rediscount rate means a “tightening up” of credit 
by the banks. 

(c) A general rise in prices means a general rise in ae 

(d) Bank deposits may be many times the total amount of 
money in circulation. 


(e) The elimination of the middleman does not necessarily mean — 


that the prices of commodities will be lower. 


19. Explain the chief advantages that large scale production may 
bring about to (a) the producer, (b) the consumer, (c) the workman 
in the plant. [10] 

20. Explain why the building of a transcontinental railway requires. 
the corporate form of organization as contrasted with the partnership 
or the individual form. [10] 
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Tuesday, June 15, 1926—9.15 a.m. to 12.15 p.m., only 
- Answer 10 questions, selecting six from group I and four from group II. 
Group I 


Answer six questions from this group 


1. Explain and illustrate five of the following: consumers’ goods, 
place utility, wasteful competition, vested rights, margin of cultivation, 
protective tariff, stabilized dollar, non-voting stock, gold points, surtax 
on incomes. [10] ; 

2. Diseuss the importance of variety in consumption [5]. How 
does variety in consumption influence retail selling [5]? 

3. State the law of diminishing returns at the extensive maryin [2]. 
Why are farmers in New York State reducing their acreage of cul- 
tivated land [4]? Why are they opposed to the further extension of 
federal government aid to irrigation projects in the west [4]? 

4, “Production implies the creation of commodities in response to, 
or in anticipation of, demand. It requires continuous and uninter- 
rupted additions of capital, wide and certain markets, an uninter- 
rupted flow of raw materials and a contented and industrious labor 
force.” 

Explain (a) why commodities today are produced “in anticipation 
of demand” [5], (b) why industry requires “uninterrupted additions 

of capital” [5]. 

3 5. A copy of the Gutenberg Bible was sold to a book dealer at a 
New York auction for $106,000. Account for this price [4]. State 
how the market pri.. of readily reproducible goods is fixed and illus- 
trate by a diagram [6]. 

6. Explain the difference between the post office and a holding 
company as forms of monopoly [6]. - Give an illustration of the 
establishing of a price by monopoly [4]. 

7. Explain the following: Prices must as a whole vary directly 
with the quantity of money and its velocity of circulation, and inversely 
with the quantity of goods exchanged. [10] 

8. Explain one of the following statements: [10] 

(a) Profits are a reward for the assumption of risk. 

(6) Profits are due to the fact that capital and labor are un- 
usually productive in a particular industry although 
they are paid for at the prevailing rates. 

" 9. The modern factory system has been accompanied by (a) division 
of labor, (b) large scale production. Enumerate the advantages and 

the disadvantages of either (a) or (b). [10] 

10. Show that economic rent is a differential return [6]. Prove 
that the growth of population tends to raise rent [4]. 

11. Account for (a) the differences in wages in the same locality 
for workmen in different industries [5], (b) the differences in wages 
in different localities for workmen in the same industry [5]. 
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Group II 
Answer four questions from this group 
12. Answer both a and b: 


(a) The price of crude rubber rose during the past year to 
$1.10 a pound. In February, 1926, it had declined to 
65 cents a pound. What economic reasons can be given 
for this increase and for its subsequent decline? [6] 

(b) On February 15 the Rubber Exchange opened in New 
York City and dealings began in crude rubber for de- 
liveries in any month. What will be the probable effect 
of these dealings on the price of rubber? [4] 


13. The amount of cotton grown in the British Empire has steadily 
increased since 1900. The Sennar Dam in the Sudan will inerease its 
cotton area by 1,000,000 acres. What will be the probable effect on 
(a) the price of cotton in the United States [2], (b) the price of 
cotton in Great Britain [2], (c) the price of labor in the Sudan [2], 
(d) the price of labor in our Southern states [2], (e) the price of, 
labor in the cotton-manufacturing centers of England [2]? 

14. The usual round trip railway fare from New York to Wash-- 
ington is $16.28. The Sunday excursion rate is $5. (a) Why are 
these excursion rates less than the usual rate [2]? (b) Why are the 
excursions on Sunday [2]? (c) Why is the excursion rate to Baltimore 
the same as that to Washington although they are 40 miles apart [2]? 

What general principles do railroads and similar enterprises use 
in fixing rates for their services? [4] : 

15. Selling on instalments has increased greatly during the past 
few years. Give two reasons why consumers are willing to pay the 
higher cost of such a system of selling [6]. Explain two dangers of 
instalment buying [4]. ! 

16. State the advantages and disadvantages of one ot the following 
forms of business organization: (a) partnership [10], (6) corpora-_ 
tion [10]. | 

17. Explain two services rendered by the Federal Reserve sys-— 
tem. [10] 

18. One of the ways in which small establishments can secure some 
of the advantages of large establishments is by forming groups for 
the purchase of materials. Dry goods stores recently combined to 
purchase ready-to-wear dresses. The members of the Associated Dress 
Industries of America immediately bound themselves not 'to sell to any 
such buying group. 

How would group buying help the manufacturer, the dealer and 
the consumer [6]? Why would associations of manufacturers oppose 
group buying [4]? 

19. What were the general terms of the anthracite coal strike —_ 
ment [6]? Why did the miners want the check-off [2]? Why 
the operators want arbitration [2]? 
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Tuesday, January 18, 1927—9.15 a. m. to 12.15 p. m., only 


Answer 10 questions, selecting six from group I and four from 
group II. 


Group I 
Answer six questions from this group. 


1 Define and illustrate five of the following: fixed charges, scien- 
tific management, stock of no par value, monopoly, marginal use, 
labor turnover, picketing, public service utilities, company union, 
cooperative marketing. [1°] 

2 “Saving and capital formation go hand in hand; capital can 
be maintained only by constant saving.” Show how this is true [°] 
Can there be too much saving? Explain your answer [°]. 

3 Define and illustrate (a) free capital [?], (b) circulating 
capital [?]. Explain two advantages that result from capitalistic 
production [*]. 

4 Discuss the cost of production as a measure of the value of 
competitively produced goods (a) at a given time, (b) over a long 


- period. Illustrate [1°]. 


5 Explain the services of the middleman to (a) the producer, 


(b) the consumer [°]. Explain why the need for the middleman 


or jobber is greater in the automobile accessory business than in. the 
automobile business [*]. 

6 The annual volume of trade in the United States conducted 
without the use of money amounts to 20 or 30 times as much as 
the trade conducted with the use of money. Explain how this is 
possible, giving examples [1°]. 

7 Show how specialization in industry affects each of the fol- 
lowing: (a) exchange [2], (b) the importance of capital [7], (c) 
the organization of industry [2]. What are the causes of geographic 
specialization in industry? Give an example [*]. 

» 8 What is meant by the rate of interest [7]? Why is interest 
demanded and why is it paid [*]? Why are there several different 
rates of interest in a community at the same time [4]? 

_9 Indieate the probable effect of each of the following on the 
price of sterling exchange in New York: (a) payment of interest 
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and dividends by American corporations to English investors, (b) 
payment of instalments on the British debt to the United States, 
(c) remittances by residents of the United States to their English 
relatives, (d) expenditures by English travelers in America, (e) 
American payments to English shipping firms [7°] 

10 A combination of French, German and Belgian iron and steel 
plants was formed recently to limit production, fix prices and pre- 
serve the continental market from English and American competi- 
tion. Are these three objects economically desirable [°]? What 
probable effect will this combination have on the American steel 
trade [+]? 

11 Federal taxes have been lowered and the Treasury expected a 
considerable reduction in revenue, yet taxes colleted have shown 
an increase. The expected reduction in estate, gift and excise taxes 
did occur but the revenue derived from customs, profits and in- 
comes far exceeded expectations. Define the italicized expressions 
[*]. Explain (a) why reduced taxes may bring larger revenue [*], 
(b) why revenues from incomes and profits are increasing [*]. 


Group II 


Answer four questions from this group. 


12 Henry Ford says that the five-day labor week is bound to 
come. Elbert H. Gary says it is impossible of realization. Under 
what conditions would you expect a five-day labor week to result 
in (a) greater production costs [°], (b) lower production costs [°]? 

13 In October, 1926, the frane was selling in New York at less 
than 3 cents. What does this mean [?]? What accounts for this 
low price [4]? What steps might be taken to improve this situation 

zA\O) 


14 The cotton crop of 1926 was the largest in history. The price 
of cotton fell 10 cents per pound and the cotton growers faced ruin. 
Several measures proposed for their relief were as follows: (qa) 
to induce every southern woman to buy one pair of cotton stock- 
ings, (b) to make the cotton smock the general working garment 
for women, (c) to curtail cotton acreage by at least 25 per cent, 
(d) to inerease the forward buying already begun by cotton manu- 
facturers, (e€) to borrow $30,000,000 from the Intermediate Credit 
Banks to finance the purchase and storing of the surplus produc- 
tion. Give your reason for favoring or opposing each of these 
proposals. [1°] i 


15 “While the business corporation has become indispensable 


to modern production, it has often permitted harm to be inflicted 
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on the investing public.” Show how the corporate form of business 
organization has become indispensable, giving an example [*]. 
Show how the investing public has sometimes suffered [*]. 

16 What is the general immigration policy of the United States 
today [?]? How has this policy affected the rate of wages [4]? 
How have producers tried to offset the shortage of labor [*]? 

17 Instalment buying is condemned by some and defended by 
others. Give (a) a case in which it is plainly harmful [*], (b) a 
case in which it is desirable [*]. Explain the part that banking 
institutions play in enabling such buying to continue [*]. 

18 Last fall the apple growers of the Northwest distributed two 
million apples free to the school children of New York City. At 
that time department stores were selling apples of practically the 
same quality in cartons of 24 apples each for 75 cents, chain stores 
were selling bushels containing about 150 apples each for $1.50, 
while fruit stands were selling apples for 5 cents each. Why were 
the apples given away [?]? Why were they given to school chil- 
dren [2]? Explain the three prices of apples prevailing at the same 
time [°]. 
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Tuesday, June 14, 1927—9.15 a. m. to 12.15 p. m., only 
Answer 10 questions, selecting six from group I and four from group II. 


Group I 
Answer six questions from this group. 


1 Define and illustrate five of the followimg: distribution, con- 
sumer’s cooperation, fixed capital, preferred stock, entrepreneur, col- 
lective bargaining, closed shop, single tax, par of exchange. [1°] 

2 Distinguish between an elastic demand and an inelastic demand 
[4]. Mention two commodities that illustrate elastic demand and two 
that illustrate inelastic demand [?]. Show how a decreased demand | 
for woolen cloth tends to affect the price of mutton [#]. 

3 Explain how an extensive system of transportation is necessary 
to our present large scale production. [1°] 

4 What is an index number of prices [2]? If such a number 
should stand at 150 for 1927 as compared with 100 for 1913, what 
would it indicate [4]? What argument would this offer to a labor 
group demanding higher wages [*]? 

5 Explain the bargain theory of wages [4]. To what extent does 
this account for the varying wages of .bricklayers, bookkeepers and 
professional baseball players [°]? , 

6 What are the various items that make up the business man’s 
cost of production [°]? Will the cost of his product be high because — 
he has to pay a high rent? Give a reason for your answer [*]. | 

7 What is a monopoly [?]? Is a monopoly necessarily econom- 
ically good or economically bad? Give a reason for your answer [*].| 
Mention two influences that tend to keep down monopoly prices [*]. ‘ 

8 What are two important advantages of the corporate form of 
business organization [2]? Show clearly how each of these advantages 
aids the community in securing more goods or cheaper goods [°]. 
State two advantages of the partnership form of business organiza- 
tion [?]. 

9 Explain, using a diagram, that rent is a differential return [°]. 
What is the usual effect of a zoe of population on rents ake 
How may this effect be offset [4 

10 State the chief advantages Me division of labor [*]. Why is 
it possible to apply this principle to a much greater extent in a 
production of fountain pens than in the production of a work of 
art [4]? 
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Group II 
Answer four questions from this group. 


11 Some farmers have suffered because they have been forced to 
sell their crop surpluses at low prices. Why are the prices of the 
surpluses low [?]? Describe one proposed method for aiding the 
farmers [°]. Criticize from the economi¢ standpoint the method 
proposed. [*] 

12 Our present income tax is based on the ability theory of taxa- 
tion. What is the ability theory [?]? How is it applied in the income 
tax law [7]? What are two advantages of a tax on gasoline [4]? 

13 Distinguish between a protective tariff and a revenue tariff [+]. 
Diseuss the economic soundness of each of two arguments urged in 
support of a protective tariff. [°] 

14 What is an elastic currency [4]? How does the Federal Re- 
serve system provide an elastic currency [°]? 

15 Explain the truth or falsity of each of the following statements: 

a A thing may have value and yet not be useful; for example, 
and old postage stamp prized by a collector. [°] 

b No workman should do more than his assigned task, as to 
do so will inevitably reduce the amount of work for other 
workmen and so lead to unemployment and distress among 
the working class. [*] 

16 What are the two principal divisions of the business cycle 
[2]? What are the chief characteristic features of one of these divi- 
sions [*]? How do the Federal Reserve banks through their redis- 
counting system tend to reduce the ill effects of the business cycle [*] ? 

17 The Ford Company was started with a paid-in capital of 
$28,000. It is now worth more than a billion dollars, although no 
new capital has been invested in the company. Explain how this 
increase in capital came about [4]. Has this great accumulation of 
capital been a benefit or a detriment to society? Explain your 
answer [°]. , 
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Tuesday, January 17, 1928—9.15 a. m. to 12.15 p. m., only 


Answer 10 questions, selecting six from group I and four from 
group II. 


Group I 
Answer six questions from this group. 


1 Define and illustrate five of the following terms: labor bank, 
open shop, stock dividend, inheritance tax, increasing returns, 
monopoly, mail-order house, boycott, protective tariff. [1°] 

2 Explain briefly the process by which you arrive at your 
estimate of the utility of a fountain pen [°]. If a gold band with 
your school emblem could be attached to the pen at the cost of 
$1.50, would you have it attached? Give reasons for your an- 
swer [4]. 

3 How do you explain the fact that with bumper erops for 
1927 in many sections of the country, the farmers in those sections 
are in no better position economically than they were with the 
smaller crops of other years? .[7°] 

4 Define and illustrate division of labor [*]. Give three definite 
advantages of division of labor in the manufacture of auto- 
mobiles [*]. 

5 Show how the cost of production affects the selling price of 
a steel gymnasium locker over a period of years [°®]. Explain the 
circumstances under which these lockers may be sold (a) above 
the cost of production [7], (b) below the cost of production [?]. 

6 A store on a side street advertised that it could sell at lower 
prices than stores on the main street because its rent was much 
lower. Criticize this advertisement [®]. Account for the fact 
that some buyers prefer to purchase goods in the fashionable shop- 
ping center at a higher price than they would have to pay for them 
a block or two away [4]. 

7 How do profits differ from wages [4]? What factors does 
an entrepreneur consider in deciding on the rate of profit necessary 
to sueceed in business [®]? 

8 Why is the interest rate always higher in a new country than 
in an old country [*]? Account for the difference in price and 
interest rate between the following bonds [*]: i 

U. S. 4th Liberty 4144%............ $103.25 
Kingdom of Italy 7%............. 99.00 

9 What is the object of minimum wage laws [1]? It is 
stated that these laws (a) increase unemployment, (6) increase 
productivity, (c) raise wages of certain groups of workers. Explain 
how each of these results may follow the enactment of such laws [®]. 
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10 The general level of prices in 1920 was 126% higher than 
in 1913 and it is now about 45% higher than in 1913. Account for 
each of these differences [°]. If prices continue to fall during the 
coming year, how will it affect a purchaser who has agreed to pay 
for an automobile in twelve monthly instalments [4]? 


Group II 
Answer four questions from this group. 


11 Show how a new railroad line adds to the land available for 
cultivation [4]. Show how the use of the automobile has benefited 
and how it has injured our railroad system [®]. 

12 Why do certain labor groups object to the increased use of 
machines [*]? How does the increased use of machinery benefit 
the laborers [°]? 

13 What effect would a tax on gasoline have on the consump- 
tion of gasoline? Why [4]? What attempts have been made to 
reduce the production of crude oil in the United States [7]? Why 
are such steps economically desirable [7]? Give two other examples 
of the regulation of the production of basic commodities [*]. 

14 How does a bank control the amount of its reserve [*]? 
Explain the steps by which your local member bank may secure 
$50,000 of Federal Reserve notes from the Federal Reserve Bank 
in New York [®]. : 

15 Banking authorities in this country claim that business crises 
ean not possibly be so severe in the future as they have been in 
the past. To what extent is this statement justified? Give the 
two principal reasons for this statement. [1°] 

16 A large part of French exports to the United States is made 
up of such high-priced “luxury” articles as perfumes, silks and 
Paris hats. If the recent tariff controversy between France and 
this country had resulted in inereased American prices for these 


commodities, explain why this would have had little effect on their 


sales. [1°] i 
17 What is meant by “dumping” in international trade [*]?. 


Why has the United States passed a law prohibiting “dumping” 
in this country [?]? What is meant by “reciprocity” and “most- 
favored-nation” clause in our tariff laws [*]? 

18 Formerly banks shipped gold from one part of the country 
to another; now the banks of the Federal Reserve system have 
deposited a part of their gold reserve in a fund in Washington 
and transfers between banks are made by bookkeeping entries. 
List and explain three principal advantages of the new system over 


the old. [7°] 


Tuesday, June 19, 1928—9.15 a. m. to 12.15 p. m. only 


Answer 10 questions, selecting six from group I and four from 
: group II. 


Group I 


Answer six questions from this group. 


1 Define and illustrate five of the following terms: diminishing 
utility, elastic demand, inheritance tax, gold points, compensated 
dollar, company union, buyers’ strike, integrated industry, real 
wages, elastic currency [1°]. 

2 What is meant by large-scale production [?]? Explain two 
advantages of large-scale production [4]. Give fwo reasons for 
the existence of small-scale establishments in your community [*]. 

3 Explain the meaning of the following statement: “Consump- 
tion is the goal of all production” [*] How do business men 
attempt to direct demand toward the articles they have for sale [4]? 
In what way has your high school education affected your demand 
for books [2]? 

4 Show how marginal utility determines your estimate of the 
value of a ten-cent bar of milk chocolate [°]. Explain how scarcity 
affects the value of a raccoon coat or of a ticket to the ecireus [°]. 

5 To what extent is the price of a commodity related to the cost 
of production [‘],? What are the principal economic items that 
make up cost of production [®]? 

6 Explain the statement that market price equalizes supply and 
demand. Use a diagram to illustrate your explanation [1°]. 

7 Explain the statement that the degree of specialization pos- 
sible in a community depends on the extent of its market [°]. What 
is the principal économie justification for the existence of middle- 
men [4]? 

8 Explain and justify the statement that neither a high price 
level nor a low price level is economically objectionable, but a 
changing price level is always an evil [8]. How are changes in 
price level measured [?]? 

9 Criticize one of the following statements: [*] 

a Profits are a reward for taking risks, such as a loss from 
fire, flood or accidents. ; 


b Profits are a reward for the possession of the unusual ability — 


to maintain a selling price above the cost price. 


Discuss briefly one argument in favor of a government tax on 
“excess profits” and one argument against such a tax [®]. 
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10 Make an outline or chart of the general organization of the 
Federal Reserve System [°]. Why do the Federal Reserve banks 
inerease or decrease their rediscount rates [5]? 


Group II 
Answer four questions from this group. 


11 If a combination controlled an entire industry, would there 
be any economic influences that would tend to limit its prices [4]? 
If the threatened price war among certain automobile producers 
actually develops, in what ways will the purchasers of automobiles 
benefit and in what ways will they be injured [°]? 

12 Show how two of the following tend to affect wages: (a) 
restriction of immigration, (b) increased efficiency of laborers, (c) 
improvements in the machinery used in the industry, (d) trade 
unionism [1°]. 

13 Unemployment in February, 1928, in New York State was 
greater than at any time since 1920. Public authorities were con- 
_ sidering plans for the extension of publie construction to help this 
situation. Why was unemployment a problem in 1920 and why 
is it again a problem in 1928 [°]? Criticize either the plan of 
inereased public construction or the five-day week as a remedy for 
unemployment [°*]. 

14 During a period of great building activity such as we have 
had recently in this country, will rents be high or low [2]? During 
such a building boom is it better to buy a house or to rent a house? 
Explain your answer [®]. 

15 It is claimed that in this country the enormous volume of 
competitive advertising of goods by their trade names or trade- 
marks has a tendency to develop monopolies. Explain or criticize 
this statement [1°]. 

16 It has been proposed in Congress that the government pro- 
hibit retailers from selling trade-marked and branded merchandise 
for less than the advertised price. Discuss briefly two arguments 
in favor of such a law and two arguments against it [1°]. 

17 What is meant by the statement that the farmers of this 
country scll in an open market and buy in a protected market [*]? 
Explain and criticize the standard-of-living argument for a pro- 
tective tariff [5]. 

18 One of the problems discussed at the recent Pan-American 
Congress at Havana was the reduction of the tariffs among the 
nations of the Western Hemisphere. Give economic arguments 
(a) in favor of such a plan [°], (b) against such a plan [*]. 
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Tuesday, January 22, 1929—9.15 a. m. to 12.15 p. m. only 


Answer 10 questions, selecting six from group I and four from 
group II. 


Group I 


Answer six questions from this group 


1 Define and illustrate or explain briefly five of the following 
terms: demand schedule, marginal buyer, Federal Reserve note, 
bimetallism, competition, eminent domain, utility, protective tariff, 
joint cost, legal tender [1°]. 

2 In deciding whether or not you will spend $10 for a camera, 
does the fact that you could buy a tennis racket for the same $10 
influence your decision? Explain fully [°]. Why do people pur- 
chase a radio set on the instalment plan although the price is usually 
higher than the cash price [4]? 

3 Indicate ways in which the efficiency of the American worker 
has been increased by education and training [°]. How has 
machinery increased the productivity of labor in the manufacture — 
of automobiles as compared with the making of wagons in the old- 
fashioned local shops [*]? 

4 This is said to be the capitalistic age. Mention six of the 
principal forms of capital goods [*]. How is capital accumulated 
so as to meet the demands of new enterprises [>]? How may 
capital be wasted by some new enterprises [?] ? 

5 What is the economic function of the entrepreneur [°]? Who 
is the entrepreneur (a) in a partnership [?], (6) in a large corpo- 
ration like the New York Central Railroad [?]? 

6 Explain how price affects the demand for goods and the 
quantity of goods offered for sale [°]. Why do department stores 
make more sales at such prices as 39 cents and 98 cents than at 
other prices [2]? How does this affect the quality of goods offered 
to buyers for department stores [?]? 

7 Why has our present system of money exchange taken the - 
place of barter exchange [5]? What is meant by the statement 
that one of the functions of money is to serve as a standard of 
value [>]? 
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8 Whenever there is a considerable rise in the price level there 
is a tendency for the production of gold to fall off. Explain [¢]. 
How do the improvements and extension of bank facilities affect 
our price levels [4]? 

9 What is the difference between rent and interest [>]? Explain 
the processes by which a cow, as a capital good, is valued on the 
basis of the milk she will produce [*]. 

10 Mention three principal ways in which the government raises 
revenue [*]. Why did the government adopt a budget system [?]? 
Taxes are collected by the government either on the basis of the 
service the government performs for the taxpayers or on the basis 
of the taxpayers’ ability to pay. Which of these two bases is 
preferable? Give reasons for your answer [5]. 


Group II 


Answer four questions from this group 


11 How do you explain the fact that a new automobile bought 
today for $1000 has a secondhand value next week of only $500 or 
$600, assuming that the automobile has not been damaged in any 
way [°|? How do you account for the fact that six months from 
now the secondhand value of this same automobile will still be 
approximately $500 or $600 [°]? 

12 The Stevenson Act raised the price of crude rubber from 
13 cents in 1922 to $1.23 in 1925. What effect did this rise in price 
have (a) on the use of reclaimed rubber [*], (b) on the production 
of rubber in the Dutch East Indies, to which the Act did not 
apply [?], (c) on the development of rubber plantations in other 
countries by Americans [7]? Why did British rubber growers 
agree to the repeal of the Act [?]? 

13 In what ways has the chain store simplified and standardized 
storekeeping [*]? Show how the chain store can reduce the price 
of goods [?]. State some disadvantages of the chain store [%]. 

14 If an index number of prices shows the present price level 
in this country to be 150 as compared with 100 in 1913, and an 
index number of wages in the building trades to be 300 as compared 
with 100 in 1913, how much better off economically are the workers 
in the building trades now than they were in 1913? Explain [®]. 
_ Would the general use of Liberty Bonds as money have any effect 
‘on the general price level, other conditions remaining the same? 
Explain [4]. 
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15 During the autumn of 1928 it was frequently said that the 
prices of stocks were based on expectations and not on earnings. 
What did this mean [*]? Differentiate par value, book value and 
market value of a share of stock [°]. 

16 What is meant by the “saturation point” in the demand for 
automobiles [2]? If the number of automobile manufacturers in 
this country were reduced by consolidations and mergers to five, 
and the same number of automobiles were produced as now, would 
this be a good thing economically? Give your reasons [8]. 

17 Why is a railroad a natural monopoly [?]? How is the 
development of the automobile industry both an advantage and a 
disadvantage to our railroad system [*]? With the railroads in this 
country subject to the control of the Interstate Commerce Commis- 
sion, should the Commission also have control of interstate bus 
lines? Give reasons for your answer [*]. 

18 Whether such natural resources as our water power should 
be owned and developed by the state or by private companies sub- 
ject to state control was a prominent economic issue in the political 
campaign of 1928. Summarize the principal economic arguments on 
both sides of the question [1°]. : 


>= 


RECENT EXAMINATION PAPERS 


Tuesday, June 18, 1929—9.15 a. m. to 12.15 p. m., only 


Answer 10 questions, selecting six from group I and four from 
group II. 


Group I 


Answer six questions from this group. 


1 Define and illustrate or explain briefly five of the following: 
corporation, by-product, elastic demand, fixed capital, subsidiary 
company, vertical combination, investment trust, “deposit currency,” 
Federal Reserve agent [1°]. 

2 State the law of diminishing returns [?]. Explain two ways 
in which this tendency may be offset, giving an example in each 
ease [°]. 

3 State three advantages that result from the specialization in 
which teachers’ desks are made in one factory, revolving chairs in 
another, side chairs in still another and library tables in a fourth 
[°]. State two disadvantages of such extreme specialization [*]. 

4 “This is the age of capitalism.” Explain this statement and 
illustrate it by contrasting the making of a suit of clothes today 
with the making of a suit under the handicraft (custom) system [?°]- 

5 Show how the demand for labor is affected by the following: 
(a) A’s expenditures on travel and entertainment, (b) B’s expendi- 
tures of a like amount for stocks and bonds for the extension of a 
manufacturing plant. Explain [1°]. 

6 “While modern economic society regards competition as a 
fundamental principle, cooperation between specialists is of great 
importance if the present industrial system is to function.” Show 
the nature of (a) this competition, (b) this cooperation [1°]. 

7 Show the long-time effects and the short-time effects of the 
invention of machinery on labor. Illustrate in each ease [7°]. 

8 Show the relationship between loans and discounts in a com- 
mercial bank [°]. How does the Federal Reserve note provide the 
element of elasticity in our currency [*]? 

9 “Competitive profits are differential gains determined by a 
law similar to the law of rent as applied to land.” Explain this 
statement [°]. Show the similarity between rent and profits [5]- 

10 Explain two disadvantages that the laborer has in bargaining 
with the employer [*]. How have laborers tried to overcome these 


disadvantages [4]? 
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Group II 


Answer four questions from this group. 


11 Last winter many manufacturers were in Washington, ask- 
ing for greater tariff protection against foreign goods made by 
lower-paid foreign labor. Give at least two reasons that these man- 
ufacturers should advance in order to justify their demands for a 
higher tariff [1°]. 

12 In 1928 the United States exported to Europe merchandise 
valued at approximately $2,400,000,000 and imported merchandise 
valued at approximately $1,300,000,000. Give five ways in which 
the balance was paid other than in gold [?°]. 

13 What is meant by speculation in the stock market [?]? Give 
an economic argument against such speculation [7]. In what two 
ways has the Federal Reserve Board tried to check such specula- 
tion [°]? 

14 “Interest is the price paid for the use of capital.’ Explain 
how this is so in the case of (a) the sale of bonds by a new copper 
mine in Montana, (b) the sale of bonds by the New York Central 
Railroad, (c) the sale of bonds by the United States govern- 
ment [1°]. : 

15 “Taxes are a drain on productive industry, and unless curbed, — 
they will bring about a general depression in business.” Under what © 
conditions may taxes be a harmful drain on industry [5]? How 
may taxation be used to aid industry [5]? 


16 A Fifth Avenue merchant advertised last February that “the 
blue laws would be enforced more strictly than ever,” that navy-— 
blue coats, frocks, shoes and bags “are to be worn by the smartest 
women and woe to the jaywalker who ignores this important 
fashion law.’ How does such advertising influence demand [?]? 
If blue is as commonly worn as the merchant hopes, what will be 
the effect on his profits and on the profits of other merchants 
who do not stock blue so heavily [2]? If blue does not secure this 
position of style supremacy, what will be the effect on the mer- 
chant’s profits [?]? How do merchants protect themselves against: 
losses due to the failure of styles to be accepted by the public [4]? 


17 Explain why the state regulates power and light companies 
but does not regulate chain stores [°]- Under what conditions. 
would it be economically advisable for the state to regulate chain 
stores [4]? “t 
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